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ABOUT MEDICINOVA, INC.

MediciNova, Inc. is a publicly-traded biopharmaceutical company focused on acquiring and developing novel,
small-molecule therapeutics for the treatment of diseases with unmel need with a specific focus on the U.S.
market. Through strategic alliances primarily with Japanese pharmaceutical companies, MediciNova holds rights
to a diversified porifolic of clinical and preclinical product candidates, each aof which MediciNova believes has a
well-characterized and differentialed therapeutic profiie, attractive commercial potential and patent assets having
claims of commercially adequate scope. MediciNova's pipeline includes six clinical-stage compounds for the
treatment of status asthmaticus, muliiple sclerosis, asihma, interstitial cystitis, solid tumor cancers, Generalized
Anxiety Disorder, preterm labor anc urinary incontinence and two preclinical-stage compounds for the treatiment
of thrombetic disorders. MediciNova's current strategy is to focus our resources on the development and
commercialization of two core assets in its development pipeline: MN-221 for the ireatment of status asthmaticus,
an acute, severe asthma attack, and MN-166 for the treatment of mulliple sclerosis. Beyond MN-221 and MN-1646,
MediciNova will strategically conduct development activities on the remainder of its product candidates, if any,
to maximize their value while aggressively pursuing a variety of initiatives to monetize these procuct candidates.
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To Our Fellow Stockholders:

For MediciNova, 2007 was a pivotal year, and I am pleased to update our stockholders on both sides of the
Pacific Ocean on our accomplishments during the year. 2007 marked the first full year that MediciNova was
publicly traded on the Nasdaq Global Market and, more importantly, the year in which a fundamental change in
strategy was implemented to focus MediciNova's resources on two prioritized product candidates, MN-221 for
the treatment of status asthmaticus and MN-166 for the treatment of multiple sclerosis. We also completed a U.S.
public offering that raised US$10.5 million and advanced the clinical development of several of our product
candidates, including our two prioritized product candidates,

MediciNova was founded with the goal of maximizing the management team’s strong relationships with
Japanese pharmaceutical companies and ability to identify promising product candidates within the Japanese
pharmaceutical industry to acquire promising therapeutic compounds for worldwide development. In past years,
our strategy focused on in-licensing novel, small molecule therapeutics and advancing such compounds through
clinical trials, with the goal of either advancing such compounds toward commercialization ourselves or either
out-licensing or establishing collaborations to further development of such compounds. As of the beginning of
2007, we had acquired the rights to eight product candidates, six of which were in clinical development for eight
indications.

In June 2007, however, we announced a new strategy focused on the development of our two prioritized product
candidates, MN-221 and MN-166. In 2008, we will continue to focus our resources on these two compounds and
either pursue clinical development ourselves or pursue strategic collaborations to support further clinical
development in order to advance these compounds through the drug development process. Beyond MN-221 and
MN-166, we will strategically conduct development activities on the remainder of our product candidates, if any,
to maximize their value while aggressively pursuing a variety of initiatives to monetize these product candidates.

We encourage you to read the attached annual report for details on the status of the development programs for
each of our product candidates. The balance of this letter will concentrate on our two prioritized product
candidates, which we believe have potential for success for MediciNova.

MN-221 for the Treatment of Status Asthmaticus

MN-221 is a highly selective By-adrenergic receptor agonist licensed from Kissei Pharmaceutical Co., Lid.,
which we are developing for the treatment of status asthmaticus, a long-lasting, severe asthma episode that does
not respond 1o initial treatment with corticosteroids and inhaled B-agonists. MN-221 may offer the clinically
important advantage of fewer cardiovascular side effects than older B-adrenergic agonists due to its greater
selectivity for the B,-adrenergic receptor. In addition, the convenience and immediacy of intravenous delivery for
potentially life-threatening respiratory conditions is beneficial for patients who cannot obtain the full benefit
from inhaled B-adrenergic agonist treatment due to severe bronchoconstriction.

In October 2007, we reported positive results of a Phase Ha clinical trial evaluating MN-221 in stable mild-to-
moderate asthma patients. The study achieved statistical significance in mean change in forced expiratory



volume in 1 second (FEV1) from baseline at 15 minutes (the end of infusion) at doses of 10, 16, 30 and 60
micrograms per minute of MN-221 compared to placebo. In addition, there were no clinically significant
cardiovascular, electrocardiogram (ECG) or vital sign changes or other safety concerns observed at any dose
tested in this study.

In March 2008, we initiated a Phase II clinical trial for MN-221 to evaluate the effects of MN-221 in patients
with status asthmaticus who have failed 1o respond adequately to the current standard of care in emergency
facilities. We also plan to initiate a Phase II clinical trial for MN-221 to evaluate the effects of longer intravenous
infusions of MN-221 in stable moderate-to-severe asthma patients in the first half of 2008 and a larger Phase I1
clinical trial in patients with status asthmaticus in the second half of 2008,

MN-166 for the Treatment of Multiple Sclerosis

MN-166 is a novel, orally bicavailable compound licensed from Kyorin Pharmaceutical Co., Ltd., which we are
developing for the treatment of multiple sclerosis (MS). We believe that MN-166 may represent a significant
advancement in the treatment of MS as it potentially offers several advantages in the marketplace, including
neuroprotection and slowing of disease progression, excellent safety and oral dosing.

In March 2007 and April 2008, we reported results for the first and second year, respectively, of a two-year
randomized, double-blind, placebo-controlled Phase II clinical trial in 297 patients with relapsing MS. This
Phase H clinical trial was conducted in Eastern Europe. The first year of the study compared two oral doses of
MN-166 (30 or 60 mg per day) to placebo in patients with relapsing MS; there was no placebo control during the
second year of the study. Patients who received MN-166 during year of the first year of the study (30 or 60 mg
per day) remained on the same dose of MN-166 for the second year of the study, whereas patients who received
placebo during the first year of the study were randomized to take either 30 or 60 mg of MN-166 per day during
the second year of the study.

The results of this two-year clinical trial were highlighted by several key clinical findings in the group taking 60
mg per day, including significantly less sustained disability progression (for patients on two years of treatment
versus those on one year of treatment), a significant increase in time to first relapse, significantly less brain
shrinkage (percent brain volume change), and significantly reduced risk for conversion of new inflamnmatory
lesions to Persistent Black Holes (PBH), an MRI indicator of neuronal loss. These reported positive clinical
findings on several independent measures are indicative of a potential disease-progression modifying effect. MN-
166 was observed to have an excellent safety profile with only minor gastrointestinal symptoms and mild 1o
moderate depression occurring in a small percentage of patients.

Following completion of this two-year Phase I clinical trial, we are not currently planning to undertake any
further significant clinical development of MN-166 on our own. Therefore, in 2008, we will continue to actively
pursue strategic collaborations in order to advance MN-166 into Phase I clinical testing.

In sum, 2007 was a year of focus and prioritization for MediciNova, with the continuing goal of maximizing the
value of our product candidates. We look forward with great anticipation to moving closer to fulfilting this goal
in 2008.

Thank you for your ongoing support.

Sincerely,

Yuichi Iwaki, M.D., Ph.D.
President, Chief Executive Officer and Director
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Forward-Looking Statements

This Annual Report to Stockholders, or Annual Report, includes forward-looking statements that involve a
number of risks and uncertainties, many of which are beyond our control. Our actual results may differ from
those anticipated or expressed in these forward-looking statements as a result of various factors, including those
set forth in our Annual Report on Form 10-K for the fiscal year ended December 31, 2007, under the caption
“Item 1A - Risk Factors,” and the differences may be material. Forward-looking statements discuss matters that
are not historical facts. Forward-looking statements include, but are not limited to, discussions regarding our
operating strategy, growth strategy, licensing and acquisition strategy, cost savings initiatives, industry and
economic conditions, market factors, our financial condition, liquidity and capital resources, our results of
operations, expected progress of the development of our product candidates, potential licensing, collaboration
and partnering plans, anticipated trends and challenges in our business and the markets in which we operate,
our competitive position, our intellectual property protection, the outcome of any litigation against us, critical
accounting policies and the impact of recent accounting pronouncements. In this Annual Report, for example, we
make forward-looking statements regarding the potential for our product candidates to receive regulatory
approval for one or more indications on a timely basis or at all; the results of pending clinical trials for certain
of our product candidates and plans for future clinical trials and regulatory submissions; unexpected adverse
side effects or inadequate therapeutic efficacy of certain of our product candidates that could delay or prevent
regulatory approval or commercialization or that could result in product liability claims; other difficulties or
delays in development, testing, manufacturing and marketing of and obtaining regulatory approval for our
product candidates; the scope and validity of patent protection for our product candidates; the market potential
for our target markets and our ability to compete; the potential to atiract one or more strategic pariners and
terms of any related transactions; intense competition if any of our product candidates are ever commercialized;
the potential impact of uncertainties in the credit and capital markets or a future deterioration of these markets
on our investment portfolio; and our ability to raise sufficient capital when needed, or at all. Such forward-
looking statements include, but are not limited to, statements preceded by, followed by or that otherwise include
the words “may,” “might,” “will,” “intend," “should,” “could,” “can,” “would,” “expect,” “believe,”
“estimate,” “predict,” “potential,” “plan” or similar words. For all forward-looking statements, we claim the
protection of the safe harbor for forward-looking statements contained in the Private Securities Litigation
Reform Act of 1995. You should not rely unduly on these forward-looking statements, which speak only as of the
date on which they are made. We undertake no obligation to revise or update publicly any forward-looking
statements, whether as a result of new information, future events or otherwise, unless required by law.
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Summary Information
Our Business
Overview

We are a biopharmaceutical company focused on acquiring and developing novel, small molecule ,
therapeutics for the treatment of diseases with unmet medical need with a specific focus on the U.S. market. '
Through strategic alliances primarily with Japanese pharmaceutical companies, we are developing a diversified
portfolio of clinical and preclinical product candidates, each of which we believe has a well-characterized and .
differentiated therapeutic profile, attractive commercial potential and patent assets having claims of
commercially adequate scope.

To date, we have acquired licenses to eight compounds for the development of ten product candidates in |
what we believe are large and underserved markets. Our development pipeline includes eight programs which
have been in clinical development for the treatment of asthma, status asthmaticus, multiple sclerosis, interstitial
cystitis, solid tumor cancers, Generalized Anxiety Disorder/insomnia, preterm labor and urinary incontinence. |
Our earlier stage programs consist of two product candidates which have been in preclinical development for the
treatment of thrombotic disorders.



Our current strategy is to focus our resources on the development of two prioritized assets in our
development pipeline; MN-221 for the treatment of status asthmaticus, which is an acute, severe asthma attack
that does not respond to initial bronchodilator and corticosteroid treatment, and MN-166 for the treatment of
multiple sclerosis, or MS. We intend to advance these two product candidates through proof-of-concept Phase 11
trials and either continue 10 pursue clinical development independently, as we presently intend with MN-221, or
establish strategic collaborations 1o support Phase 111 clinical development, as we presently intend with MN-166.
Beyond MN-221 and MN-166, the remainder of our existing product candidates will not be the subject of
significant development activity, except as required to maintain our license rights or as otherwise deemed
necessary (o0 maximize their value. We intend to pursue a variety of initiatives to monetize these product
candidates on appropriate terms.

We believe that our ability to identify potentially high-value product candidates, combined with our
business model, can accelerate entry into the chinical development process in the United Siates and Europe and
provide us with a competitive advantage. We have historically acquired product candidates with existing safety
and efficacy data that are in late preclinical or early clinical development and, in some instances, that have been
commercialized in Japan for other indications. We utilize existing data in preparing Investigational New Drug
applications, or INDs, in the United States or foreign equivalents in other countries and in designing additional
clinical trials to advance the clinical development of the product candidates.

We beliave that our ability to gain access to and acquire potentially high-value product candidates from
Japanese and European pharmaceutical companies is largely attributable to the established relationships and
broad industry experience of our management team. In particular, our relationships with Japanese pharmaceutical
companies and their executives provide us with a competitive advantage in opportunistically sourcing product
candidates from Japanese pharmaceutical companies at atiractive terms. Since our inception, we have established
relationships with a number of pharmaceutical companies, including Kissei Pharmaceutical Co., Ltd., Kyorin
Pharmaceutical Co., Ltd., Mitsubishi Tanabe Pharma Corporation and Meiji Seika Kaisha, Ltd. in Japan and
Angiogene Pharmaceuticals, Ltd. in the United Kingdom, pursuant to which we have obtained rights to develop
and commercialize our current product candidates.

Our prioritized product development programs consist of:

»  MN-221 for the treatment of status asthmaticus, for which we completed a Phase [la clinical trial in the
fourth quarter of 2007; and

«  MN-166 for the treatment of MS, for which we initiated a Phase II clinical trial in Eastern Europe in the
third quarter of 2005 and announced positive clinical one-year resulis in the first quarter of 2007.

Our other product development programs consist of:

»  MN-001 for the reatment of bronchial asthma, for which we initiated a Phase III clinical trial in the
fourth quarter of 2006 that we subsequently terminated in the second quarter of 2007 and for which we
have developed prototypes of once-per-day oral dosing formulaticns;

»  MN-001 for the treatment of interstitial cystitis, for which we completed a Phase [I/HI clinical trial in
the first quarter of 2007;

+  MN-029 for the treatment of solid tumors, for which we completed one Phase 1 clinical trial in the
second quarter of 2006 and one Phase I clinical trial in the fourth quarter of 2007,

¢ MN-305 for the treatment of Generalized Anxiety Disorder/insomnia, for which we completed a Phase
I1/11I clinical trial for the treatment of Generalized Anxiety Diserder in the second quarter of 2006 and a
Phase Ila clinical trial for the treatment of insomnia in the fourth quarter of 2007,

*  MN-221 for the treatment of preterm labor, for which we completed a Phase Ib clinical trial to
investigate the pharmacokinetic profile of MN-221 in healthy pregnant women not in labor in the
second quarter of 2007;




MN-246 for the treatment of vrinary incontinence, for which we completed a Phase I clinical trial in the
fourth quarter of 2006 and a Phase I food effects study in the first quarter of 2007,

MN-447 for the treatment of thrombotic disorders, which is in preclinical development; and

MN-462 for the treatment of thrombotic disorders, which is in preclinical development.

The table set forth below summarizes our prioritized product development programs.

Product
Candidate Disease/Indication

MN-221

MN-166

Status asthmaticus

Multiple sclerosis

Phase of Development*

Licensor

Licensed Territory

Phase Ila clinical trial
completed in Q4, 2007
Phase II clinical trial
initiated in Q3, 2005;
Year one results
announced in Q1, 2007

Kissei
Pharmaceutical
Kyorin
Pharmaceutical

The table set forth below summarizes our other product development programs.

Product
Candidate Disease/Indication
MN-001 Bronchial asthma
MN-001 Interstitial cystitis
MN-029 Solid tumors
MN-305 Generalized Anxiety
Disorder/ Insomnia
MN-221 Preterm labor
MN-246 Urinary incontinence
MN-447 Thrombotic disorders
MN-462 Thrombotic disorders

Phase of Development*  Licensor

Phase HI clinical trial Kyorin

initiated in Q4, 2006 and  Pharmaceutical

terminated in Q2, 2007,

Once-per-day oral

dosing formulation

prototypes developed

Phase IVIIT clinical trial ~ Kyorin

completed in Q1,2007f  Pharmaceutical

Phase I clinical trial Angiogene

completed in Q2, 2006; Pharmaceuticals

Second Phase ! clinical

trial completed in Q4,

20017

Phase /11 clinical trial ~ Mitsubishi

completed in Tanabe Pharma

Generalized Anxiety Corporation

Disorder in Q2, 20067;

Phase I1a clinical trial in

insomnia completed in

. Q4,200771

Phase 1b clinical trial Kissei

completed in Q2, 2007 Pharmaceutical

Phase I clinical trial Mitsubishi

completed in Q4, 2006; Tanabe Pharma

Phase 1 food effects Corporation

study completed in Q1,

2007

Preclinical Meiji Seika
Kaisha

Preclinical Meiji Seika

Kaisha

Worldwide, except Japan

Worldwide, except
Japan, China, Taiwan
and South Korea

Licensed Territory

Worldwide, except
Japan, China, Taiwan
and South Korea

Worldwide, except
Japan, China, Taiwan
and South Korea

Worldwide

Worldwide, except Japan
and certain countries in
Asia

Worldwide, except Japan

Worldwide, except Japan
and certain countries in
Asia

Worldwide, except Japan
and certain countries in
Asia

Worldwide, except Japan
and certain countries in
Asia

*  We define a product candidate to be in Phase 1I/1Il when the clinical trial design is such that, if the primary
endpoint is met, the results may provide confirmatory evidence of efficacy if we choose to submit the
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clinical trial as a pivotal trial and the U.S, Food and Drug Administration, or FDA, chooses to review the
clinical trial as a pivotal trial. However, in regulatory filings with the FDA, we have nominally described
these clinical trials as Phase II clinical trials.

Although positive signs of efficacy were obtained in the clinical trials conducted on MN-001 in interstitial
cystitis and MN-305 in Generalized Anxiety Disorder, the predefined primary statistical endpoints of the
clinical trials were not achieved; therefore, we do not anticipate submitting either clinical trial as a pivotal
trial supporting a new drug application, or NDA, to the FDA.

In the clinical trial conducted on MN-305 in insomnia, the predefined statistical endpoint of the clinical trial
was not achieved; therefore, we have terminated any further development of MN-305 for the treatment of
1nsoIminia.

We have assembled a management team with extensive experience in the pharmaceutical and biotechnology

industries, including experience in preclinical and clinical research and development, drug substance and product
preparation, regulatory affairs and corporate development. We believe that our management team has the
expertise necessary for:

« assessing product opportunities;
* acquiring product candidates and compounds;
» advancing product candidates through the clinical and regulatory processes; and

+ building product development alliances and bringing products to market.

Our Strategy

Our goal is to build a sustainable biopharmaceutical business through the successful development and

commercialization of differentiated products for the treatment of diseases with unmet medical need in high-value
therapeutic areas. Key elements of our strategy are as follows:

+  Concentrate on development of our two prioritized product candidates, MN-221 and MN-166. We may
either pursue the development and commercialization of these product candidates ourselves or enter into
strategic alliances with larger pharmaceutical companies to do the same. We intend to actively pursue
strategic collaborations to draw on the development, regulatory and commercialization expertise and
financial resources of larger biotechnology and pharmaceutical partners. At present, we will likely pursue
further development and commercialization of MN-221 for the treatment of status asthmaticus
independently in the United States; however, we are not planning to pursue any further development of
MN-166 for the treatment of MS beyond the ongoing Phase Il clinical trial until such time that we are able
to secure a strategic collaboration to further development of MN-166. We also intend to continue to seek
potential partners and potential acquirers of license rights to our programs in markets outside the United
States, with the goal of retaining significant commercial participation in these product opportunities.

*  Maximize the value of the remainder of our diversified pipeline of existing product candidates. We will
strategically conduct developinent activities on the remainder of our existing product candidates, to the
extent that we deem any further activities necessary, to maximize their value while aggressively
pursuing a variety of initiatives to monetize these product candidates on appropriate terms,

*  Opportunistically in-license additional product candidates through our global industry relationships.
Over the long term, we intend to expand our pipeline of in-licensed product candidates by continuing to
cultivate and strengthen our business relationships with pharmaceutical companies in Japan and other
markets. We believe our ability to acquire product candidates with high potential and existing
preclinical or early clinical data from Japanese pharmaceutical companies provides us with a
competitive advantage over other drug development companies in the U.S. market. We believe that
additional diversification and expansion of our pipeline of product candidates will help maximize the
commercial opportunity and mitigate the risks inherent in drug discovery and development.
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Selectively add commercial capabilities as our product development programs mature. To ensure our
ability to build a sustainable business, we plan to selectively add commercial capabilities to our
management team to support our evolution into a commercial entity as our product development
programs mature. We may develop our own marketing and sales organization to promote certain of our
product candidates.

Selected Financial Data

The selected financial data set forth below is derived from our audited consolidated financial statements and
may not be indicative of future operating results. The following selected financial data should be read in
conjunction with the Consolidated Financial Statements and notes thereto and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” included elsewhere herein. Amounts are in
thousands, except per share amounts.

September 26,
Years ended December 31, tzt? {g’e&':fﬁ;:t:%';{
2007 2006 2005 2004 2003 2007
Statements of Operations
Data:
Revenues ............... $ — % 264 $ 804 $ 490 $ — $ 1,558
Operating expenses:
Cost of revenues ..... _ 147 674 438 —_— 1,258
Research and
development ... .... 42,121 32,171 22,738 11,317 4,723 119,845
General and
administrative ..... 11,373 9,624 7479 37,348 1,538 69,887
Total operating expenses . .. 53,494 41,942 30,891 49,103 6,261 190,990
Operating loss ........... (53,494) (41,678) (30,088) (48,613  (6,261) {189,432)
Other income, net ........ 4,611 5,988 4,396 340 52 15,757
Income Taxes ............ (20) —_ — — — 20
Netloss .......co.onnen (48,903) (35,6900 (25,692) (48273)  (6,209) (173,695)

Accretion to redemption

value of redeemable

convertible preferred

stock ....... ... ..., — — (20) (79) — 98)
Deemed dividend resulting

from beneficial

conversion on Series C

redeemable convertible

preferred stock ......... —_ — —_ (31,264) —_— (31,264)

Net loss applicable to
common stockholders ... $§ (48903) § (35690) $ (25712) $ (79,616) $ (6,209)  $(205,057)

Basic and diluted net loss
pershare .............. $ (416) 3 (3.52) § (2.88) $(1,592.32) $(124.18)

Shares used to compute
basic and diluted net loss
pershare(l) ........... 11,752,139 10,130,920 8,928,533 50,000 50,000

(1) As a result of the conversion of our preferred stock into 6,678,285 shares of our common stock upon
completion of our IPQ in February 2005, there is a lack of comparability in the basic and diluted net loss per
share amounts for the periods presented above. Please refer to Note 1 for the pro forma basic and diluted net
loss per share calculations for the periods presented.
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As of December 31,

2007 2006 2005 2004 2003

Balance Sheet Data:
Cash, cash equivalents and marketable securities

available-for-sale ........... ... ... ... .., $ 70,635 $ 104,051 $ 138701 $50,801 § 5,491
Working capital ........... .. ... .. s 65,938 100,102 134,633 48,704 4,838
Total aSSetS . ... o 73,752 111,591 142,394 53,769 5,631
Redeemable convertible preferred stock ... ......, — — — 43,483 —
Deficit accumulated during the development

SEAZE .« ot e (205,057) (156,154) (120,465) (94,753) (15,137)
Total stockholders’ equity ..................... 66,608 100,981 135,708 7,669 4,570

Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview
Background

We are a biopharmaceutical company focused on acquiring and developing novel, small molecule
therapeutics for the treatment of diseases with unmet medical need with a specific focus on the U.S. market.
Through strategic alliances primarily with Japanese pharmaceutical companies, we are developing a diversified
portfolio of clinical and preclinical product candidates, each of which we believe has a well-characterized and
differentiated therapeutic profile, attractive commercial potential and patent assets having claims of
commercially adequate scope.

We are a development stage company. We have incurred significant net losses since our inception. At
December 31, 2007, from inception, our accumulated deficit was approximately $205.1 million, including $40.8
million of non-cash stock-based compensation charges related to employee stock-based compensation and
founders’ warrants. We expect to incur substantial net losses for the next several years as we continue to develop
our existing product candidates and over the long-term as we expand our research and development programs
and acquire or in-license products, technologies or businesses that are complementary to our own.

Revenues and Cost of Revenues

We have not generated any revenues from licensing, milestones or product sales to date, and we do not
expect to generate any revenues from the commercialization of our product candidates within the next several
years, if at all. Qur revenues to date have been generated from providing development management services
under master service agreements with Asahi Kasei Pharma Corporation and Argenes, Inc., pursuant to which we
billed consulting fees and our pass-through clinical contract costs. The primary cost associated with our revenue
was the clinical contract costs we incurred and passed-through to our customer. Our agreement with Asahi Kasei
Pharma Corporation has been completed, and we terminated our agreement with Argenes, Inc. Therefore, we will
not generate any further revenue from these agreements.

Research and Development

Our research and development expenses consist primarily of costs associated with feasibility studies,
licensing and preclinical and clinical development and manufacture of our product candidates. We use external
service providers to manufacture our product candidates to be used in clinical trials and for the majority of the
services performed in connection with the preclinical and clinical development of our product candidates;
therefore, these research and development expenses consist substantially of external costs, such as fees paid to
consultants, contract research organizations, contract manufacturers and other external service providers,
including professional fees and costs associated with legal services, patents and patent applications for our
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intellectual property. Internal research and development expenses consist of costs of compensation and other
expenses for research and development personnel, supplies, materials, facility costs and depreciation. Research
and development costs are expensed as incurred or accrued based on certain contractual factors such as for
estimates of work performed, milestones achieved, patient enrollment and experience with similar contracts. As
actual costs become known, accruals are adjusted. To date, our estimates have not differed significantly from the
actual costs incurred.

To the extent that costs, including personnel costs, are not tracked to a specific product development
program, such costs are included in the “Unallocated” category in the table below. We charge all research and
development expenses to operations as incurred.

The following table summarizes our research and development expenses for the periods indicated (in
thousands):

Years ended December 31,

Product

Candidate Disease/Indication 2007 2006 2005
MN-221 Status asthmatiCus . ..o oot i it i ce et n e $ 4,188 $ 8l14 5§ —
MN-166 Multiple SClerosis .. ... ..o 9,512 7,965 3,391
MN-001 Bronchial asthma .. .. ..ttt iaa e 14,436 6,013 3,739
MN-001 Interstitial CYSUUS .. ..o nee i 377 2,637 3,565
MN-029 LS T ATt 117s -SSP 2,591 4,359 1,697
MN-305 Generalized Anxiety

Disorder/INSOMINIA . ..o vt eeiee v eaniin e eaasnnnens 5,309 3,735 4,858
MN-221 Preterm 1abor ... ovvv i e e e 873 618 1,253
MN-246 Urinary iNCONtNENCE ... vvvvoinnervrervaaiirnranans 1,771 3,708 1,647
MN-447 Thrombotic disorders .. ......couirriniuinireeaneaans 416 407 —
MN-462 Thrombotic disorders .........cccerniiiiniirreansrien 297 406 —
S0CC Cancer; inflammatory diseases . . ......... .. oo — 24 145
Unallocated . . oo vttt e e e 2,351 1,485 2,443
Total research and development . .. ... i $42,121 $32,171 $22,738

Because such expenditures were committed prior to the strategic shift we implemented in June 2007 to
focus resources on our two prioritized product candidates, MN-221 for the treatment of status asthmaticus, or
acute exacerbations of asthma, and MN-166 for the treatment of multiple sclerosis, or MS, we made substantial
research and development expenditures in certain of our other product development programs following such
strategic shift. However, as part of our strategic shift, we have been and will continue to limit our expenditures
on our other product development programs to only those activities necessary to maximize the value of such
product candidates, while aggressively pursuing a variety of initiatives to monetize such product candidates on
appropriate terms. In addition, as of the end of fiscal year 2007, we are not planning to pursue any further clinical
development of MN-166 for the treatment of MS beyond the ongoing Phase 11 clinical trial until such time that
we are able to secure a strategic collaboration to further development of MN-166.

We expect our research and development expenses to be substantial and to increase as we continue the
development of sclected product development programs, primarily related to MN-221 for the treatment of status
asthmaticus. The lengthy process of completing clinical trials and seeking regulatory approval for our product
candidates requires the expenditure of substantial resources. Any failure by us or delay in completing clinical
trials, or in obtaining regulatory approvals, for a product candidate could cause our research and development
expenses to increase and, in turn, have a material adverse effect on our results of operations.




General and Administrative

Our general and administrative expenses primarily consist of salaries, benefits and consulting and
professional fees related to our administrative, finance, human resources, business development, legal and
information systems support functions. In addition, general and administrative expenses include facilities and
insurance costs. General and administrative costs are expensed as incurred or accrued based on monitoring the
status of the specified project, contractual factors such as milestones or retainer fees, services provided and
invoices received. As actual costs become known to us, we adjust our accruals. To date, general and
administrative accruals have not differed significantly from the actual costs incurred.

Critical Accounting Policies and Estimates

Our management’s discussion and analysis of our financial condition and results of operations is based on
our consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of the consolidated financial statements requires us to
make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and
the related disclosure of contingent liabilities at the date of the consolidated financial statements, as well as the
revenues and expenses during the reporting periods, We evaluate our estimates and judgments on an ongoing
basis, including those related to our significant accruals. We base our estimates on historical experience and on
various other assumptions that we believe are reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates under different assumptions or conditions.

Our significant accounting policies are more fully described in Note | to our consolidated financial
statements included elsewhere in this Annual Report to Stockholders, We believe that the following accounting
policies are critical to the judgments and estimates used in preparation of our consolidated financial statements,

Research and Development

Research and development expenses consist of costs incurred to further our research and development
activities and include salaries and relaied employee benefits, costs associated with clinical trials, costs associated
with non-clinical activities such as toxicology testing, regulatory activities, research-related overhead expenses
and fees paid to external service providers who conduct certain research and development activities on our
behalf. We use external service providers and vendors to conduct clinical trials, to manufacture product
candidates to be used in clinical trials and to provide various other products and services related to our product
development programs, Research and development expenses also include fees for licensed technology for which
technological feasibility has not been established and there are no alternative uses. Research and development
costs are expensed as incurred or accrued based on certain contractual factors such as for estimates of work
performed, milestones achieved, patient enrollment and experience with similar contracts. As actual costs
become known, accruals are adjusted. To date, our estimates have not differed significantly from the actual costs
incurred.

Share Based Payments

We grant stock options to purchase our common stock to our employees and directors under our Amended
and Restated 2004 Stock Incentive Plan. Additionally, we have outstanding stock options that were granted under
our 2000 General Stock Incentive Plan from which we no longer make grants. The benefits provided under both
of these plans are subject to the provisions of Statement of Financial Accounting Standards, or SFAS, No. 123R,
Share-Based Payment, which requires stock-based compensation for an award of equity instruments, including
stock options and employee stock purchase rights, issued to employees to be recognized as a cost in the
consolidated financial statements. The cost of these awards is measured according to the grant date fair value of
the stock award and is recognized over the period during which an employee is required to provide service in
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exchange for the award, which is usually the vesting period. In the absence of an observable market price for the
stock award, the grant date fair value of the award would be based upon a valuation methodology that takes into
consideration various factors, including the exercise price of the award, the expected term of the award, the
current price of the underlying shares, the expected volatility of the underlying share price, the expected
dividends on the underlying shares and the risk-free interest rate. On January 1, 2006, we elected to use the
modified prospective application in adopting SFAS No. 123R and therefore have not restated results for prior
periods. The valuation provisions of SFAS No. 123R apply to new awards, unvested awards that are outstanding
on the adoption date and any awards that are subsequently modified or cancelied. Our results of operations for
the years ended December 31, 2007 and 2006 were impacted by the recognition of non-cash expense related to
the fair value of our stock-based compensation awards.

The valuation provisions of SFAS No. 123R require us to estimate certain variables, such as estimated
volatility and expected life. If any of our estimations change, such changes could have a significant impact on the
stock-based compensation amount we recognize.

Prior to 2006, we accounted for employee stock options and warrants using the intrinsic-value method in
accordance with Accounting Principles Board, or APB, Opinion No. 25, Accounting for Stock Issued to
Employees, and related interpretations, and adopted the disclosure-only provisions of SFAS No. 123, Accounting
for Stock-Based Compensation.

Stock-based compensation expense, which is a non-cash charge, results from stock option and warrant
issuances at exercise prices below the deemed fair value of the underlying common stock. With respect to stock
options, we recognize this compensation expense on a straight-line basis over the vesting periced of the
underlying option, generally four years.

New Accounting Standards Not Yet Adopted

The Financial Accounting Standards Board, or FASB, issued SFAS No. 141 (revised 2007), “Business
Combinations™ and SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements, an
amendment of Accounting Research Bulletin No. 51.” SFAS No. 141R will change how business acquisitions are
accounted for and will impact financial statements both on the acquisition date and in subsequent periods. SFAS
No. 160 will change the accounting and reporting for minority interests, which will be recharacterized as
noncontrolling interests and classified as a component of equity. SFAS No. 14IR and SFAS No. 160 are
effective for us beginning in the first quarter of fiscal year 2009. Early adoption is not permitted. We are
currently evaluating the potential impact that SFAS No. 141R and SFAS No. 160 will have on our consolidated
financial statements.

The FASB ratified the consensus reached by the Emerging Issues Task Force, or EITF, in EITF Issue
No. 07-3, Accounting for Nonrefundable Advance Payments for Goods or Services Received for Use in Future
Research and Development Activities, which requires that nonrefundable advance payments for goods or services
that will be used or rendered for future research and development activities be deferred and amortized over the
period that the goods are delivered or the related services are performed, subject to an assessment of
recoverability. EITF 07-3 will be effective for fiscal years beginning after December 15, 2007, which will be our
fiscal year 2008. We believe that the adoption of EITF 07-3 will not have a material impact on our consolidated
financial statements.

The FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities,
which allows an entity to voluntarily choose to measure certain financial assets and liabilities at fair value. SFAS
No. 159 will be effective for fiscal years beginning after November 15, 2007, which will be our fiscal year 2008.
We are currently evaluating the potential impact that adopting SFAS No. 159 will have on our consolidated
financial statements.




The FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a
framework for measuring fair value under generally accepted accounting principles in the United States, or
GAAP, and expands disclosures about fair value measurements. SFAS No. 157 will be effective for fiscal years
beginning after November 15, 2007, which will be our fiscal year 2008, We are currently evaluating the potential
impact that adopting SFAS No. 157 will have on our consolidated financial statements.

Results of Operations
Comparison of the Years Ended December 31, 2007 and 2006
Revenues

There were no revenues for the year ended December 31, 2007, a decrease of $0.3 million when compared
to $0.3 million for the year ended December 31, 2006. The decrease in revenues was due to a lack of activity
under our master services agreement with Argenes, Inc., which was terminated in June 2007, We will not
generate any further revenues from this agreement.

Research and Development

Research and development expenses increased $9.9 million to $42.1 million for the year ended
December 31, 2007 from $32.2 million for the year ended December 31, 2006. The increase in research and
development expenses was primarily due to:

= anincrease of $8.4 million related to the advancement and subsequent termination of a Phase {11 clinical
trial for MN-00! for the wreatment of bronchial asthma;

* an increase of $4.7 million related to the completion of a Phase [1a clinical trial for MN-305 for the
treatment of insomnia;

» an increase of $3.4 million in our prioritized drug development program for MN-22] for the treatment
of status asthmaticus primarily related to the advancement of a Phase I clinical trial and market
research;

¢ anincrease of $1.6 million in our prioritized drug development program for MN-166 for the treatment
of MS primarily related to preclinical studies, manufacturing of drug, market research and consulting
SErvices,

* an increase of $0.7 in our other drug development programs and unallocated research and development
expenditures;

* an increase of $0.4 million in siock based compensation;, and

* an offset of $9.3 million related to the completion of clinical trials related to the product development
programs for MN-029 for the treatment of solid tumors, MN-303 for the treatment of Generalized
Anxiety Disorder, MN-001 for the treatment of interstitial cystitis, or 1C, and MN-246 for the treatment
of urinary incontintence.

Since we have determined to focus our resources on our two prioritized product candidates, MN-221 for the
treatment of status asthmaticus and MN-166 for the treatment of MS, we expect that our research and
development expenses will increase with respect to these two prioritized product candidates in future periods as
we continue clinical development of these product candidates, primarily related to fees paid to external service
providers for the management and conduct of clinical trials and the performance of data collection and analysis.
In contrast, we expect that our research and development expenses will decrease with respect to the remainder of
our existing product candidates in future periods, as we will limit expenditures on these product candidates to
those development activities necessary to maximize their value for purposes of monetizing such product
candidates.
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General and Administrative

General and administrative expenses increased $1.8 million to $11.4 million for the year ended
December 31, 2007 from $9.6 million for the year ended December 31, 2006. The increase in general and
administrative expenses was primarily due to:

+ anincrease of $1.4 million of stock-based compensation expense;

* anincrease of $1.1 miliion in compensation-related expenses due to salaries and severance payments;
and

» offset by a decrease of $0.4 million in legal fees and a decrease of $0.3 million in financial advisor and
other fees.

We anticipate that our general and administrative expenses will continue to increase in future periods as we
expand our infrastructure and incur additional costs for insurance and professional and consulting fees associated
with operating as a dual-listed public company and supporting our product development programs and business
development activities.

Interest fncome

Interest income primarily consisted of income earned on our cash and investment balances. Interest income
decreased $1.4 million to $4.6 million for the year ended December 31, 2007 from $6.0 million for the year
ended December 31, 2006. The decrease in interest income was primarily due to decreased investment balances
and lower rates of return on our investments.

Comparison of the Years Ended December 31, 2006 and 2005
Revenues

Revenues decreased $0.5 million to $0.3 million for the year ended December 31, 2006 from $0.8 million
for the year ended December 31, 2005. The decrease in revenues was due to the completion of our contract with
Asahi Kasei Pharma Corporation in fiscal year 2005 and reduced activity under our master service agreement
with Argenes, Inc.

Research and Development

Research and development expenses increased $9.5 million to $32.2 million for the year ended
December 31, 2006 from $22.7 million for the year ended December 31, 2005. The increase in research and
development expenses was primarily due to:

+ an increase of $8.4 million related to the advancement of the Phase Il clinical trial and milestone
payment for MN-166 for the treatment of MS;

* anincrease of $0.8 million in product Yicensing costs related 10 our thrombosis product candidates,
MN-447 and MN-462, which were in-licensed in October 2006;

= an increase of $0.2 million in stock-based compensation expense; and

* an increase of $0.1 million in other costs, primarily consulting services.
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General and Administrative

General and administrative expenses increased $2.1 million ta $9.6 million for the year ended December 31,
2006 from $7.5 million for the year ended December 31, 2005. The increase in general and administrative
expenses was primarily due to:

« an increase of $1.5 million of stock-based compensation expense;

» an increase of $0.5 million of legal, accounting and financial advisor fees primarily due to costs
associated with our Sarbanes-Oxley Act compliance efforts and operations as a dual-listed public
company; and

* anincrease of $0.1 million related to accrued bonuses.
Interest Income

Interast income primarily consisted of income earned on cur cash and investment balances. Interest income
increased $1.6 million to $6.0 million for the year ended December 31, 2006 from $4.4 million for the year ended
December 31, 2005. The increase in interest income was primarily due to higher yields on our average cash and
investment balances.

Liguidity and Capital Resources
te !

Since our inception, our operations have been financed through the private placement of our equity
securities and through the public sale of our common stock, net of treasury stock repurchases. Through
December 31, 2007, we received estimated net proceeds of $201.3 million from the sale of equity securities as
follows:

+ in September 2000, we issued and sold 50,000 shares of common stock to founders for aggregate
proceeds of $0.1 million;

in October 2000 and August 2001, we issued and sold a total of 1,000,000 shares of Series A preferred
stock for aggregate net proceeds of $10.0 million;

+ from March 2003 through May 2004, we issued and sold 291,150 shares of Series B preferred stock for
aggregate net proceeds of $26.8 million;

* on September 2, 2004, we issued and sold 27,677,856 shares of Series C preferred stock for aggregate
net proceeds of $43.4 million;

» on February 4, 2005, we completed an initial public offering of 3,000,000 shares of common stock for
proceeds of $104.5 million, net of underwriting discounts and commissions and offering expenses
(including issuance costs for registration statements filed on behalf of restricted shareholders through
December 2005);

» on March 8, 2005, we completed the sale of 157,300 shares of common stock for aggregate proceeds of
$5.6 million, net of underwriting discounts and commissions (the sale of these shares was the result of
the underwriters’ partial exercise of the over-allotment option we granted to them in connection with our
initial public offering, or IPO);

e on March 2, 2006, we issued and sold 125,000 shares of common stock to a founder in exercise of
warrants for aggregate proceeds of approximately $0.1 million;

+ in August 2006, we issued and sold 150,000 shares of common stock to a founder in exercise of
warrants and we issued 1,000 shares to a former employee in exercise of stock options for aggregate
proceeds of approximately $0.2 million; and
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» on February 1, 2007, we completed a public offering of 1,000,000 shares of common stock for aggregate
proceeds of $10.6 million, net of underwriting discounts and commissions and certain other costs
associated with the offering.

In February, April and August 2007, a founder exercised warrants to purchase 65,984, 108,003 and 109,592
shares of our common stock, respectively, at $1.00 per share in cashless exercises that resulted in the issuance of
60,000, 100,000 and 100,000 shares of common stock, respectively.

In January 2007, a founder exercised warrants to purchase 359,248 shares of our common stock at $1.00 per
share in a cashless exercise that resulted in the issuance of 332,196 shares of common stock. In September 2007,
a founder exercised warrants to purchase 367,828 shares of our common stock at $1.00 per share in a cashless
exercise that resulted in the issuance of 317,851 shares of common stock. At December 31, 2007, no underlying
shares of common stock remained subject to purchase under the terms of the founders” warrants.

As of December 31, 2007, we had $18.8 million in cash and cash equivalents as compared to $8.3 million as
of December 31, 2006, an increase of $10.5 million. At December 31, 2007, we had $51.9 million in marketable
securities available-for-sale as compared to $95.7 million as of December 31, 2006, a decrease of $43.8 million.

At December 31, 2007, our marketable securities included $45.0 million of auction rate securities, or ARS,
issued primarily by municipalities and universities that were issued through syndicated offerings and $2.7 million
of ARS issued through private placements. The recent negative conditions in the global credit markets have
prevented some investoers, including ourselves, from liquidating certain holdings of ARS, At December 31, 2007,
$2.7 million of private placement ARS experienced failed auctions since August 2007, and these failed auctions
have continued into 2008. Subsequent to December 31, 2007, we were informed that there was insufficient
demand at auction for $11.5 million of our ARS. As a result, these affected securities are currently not liquid, and
we could be required to hold them for an undetermined period of time. However, through February 29, 2008,
$12.6 million of our total ARS portfolio were successfully auctioned and sold at par, which was equivalent to
their carrying value. As a consequence, our exposure 10 ARS was reduced by $12.6 million and the proceeds
from the sale were reinvested in cash equivalents. As such, we have sufficient capital to fund our operations
through 2008.

Net cash used in operating activities amounted to $43.9 million for the year ended December 31, 2007,
primarily due to the net loss incurred during the year ended December 31, 2007 of $48.9 million. Net cash
provided by investing activities for the year ended December 31, 2007 consisted of $43.6 miliion related to the
net maturity of investments, offset by $0.4 million of capital equipment purchases. Net cash provided by
financing activities amounted to $10.7 million for the year ended December 31, 2007, primarily due to the net
proceeds received from the public offering of our common stock which closed on February 1, 2007.

We have consumed substantial amounts of capital since our inception. We believe that our existing cash,
cash equivalents and marketable securities as of December 31, 2007 will be sufficient to fund our anticipated
operating requirements through at least December 31, 2008. Although we believe that our existing capital
resources will be sufficient to fund our operating requirements through at least December 31, 2008, including all
of our planned research and development activities, we anticipate that we will require significant additional
financing in the future to fund our operations.

Qur future capital requirements will depend on, and could increase significantly as a result of, many factors,
including:

« progress in, and the costs of, our clinical trials and other research and development activities;
+ the scope, prioritization and number of our product development programs;

» the time and costs involved in obtaining regulatory approvals;
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+ the costs involved in filing, prosecuting, enforcing and defending patent claims and other intellectual
property rights;

» the costs of securing manufacturing arrangements for clinical or commercial production of our product
candidates;

* the costs of establishing, or contracting for, sales and marketing capabilities and commercialization
activities if we obtain regulatory clearances to market our product candidates; and

= the costs associated with any litigation.

Until we can generate significant continuing revenues, we expect to satisfy our future cash needs through
strategic collaborations, private or public sales of our securities, debt financings or licensing transactions,
involving all or a portion of our product candidates, to the extent we are able to do so. We cannot be certain that
additional sources of capital will be available to us on acceptable terms, or at all. If sources of capital are not
available, we may not be in a position to pursue present or future business opportunities that require financial
commitments, and we may be required to delay, reduce the scope of or terminate one or more of our product
development programs or our commercialization efforts, curtail our efforts to acquire new product candidates or
relinquish rights to our technologies or product candidates,

The following summarizes our long-term contractual obligations related to facility leases and office
equipment leases as of December 31, 2007 (in thousands):

Contractual Obligations Total Current 1-3 Years “Thereafter
Operatingleases ............. .. ... ... . ... ... $678,000 $526,000 $152,000 —

We also enter into agreements with third parties to manufacture our product candidates, conduct our clinical
trials and perform data collection and analysis and other services in connection with our product development
programs. Qur payment obligations under these agreements depend upon the progress of our product
development programs. Therefore, we are unable at this time to estimate with certainty the future costs we will
incur under these agreements.

We have also entered into license agreements for our product candidates that may require us to make
payments in the future based upon the occurrence of certain milestones related to clinical development,
regulatory or commercial events. We will also be required to pay royalties on any net sales of the licensed
products, if any are approved by the FDA or foreign regulatory authorities for commercial sale. These milestone
payments and royaity payments under our license agreements are not included in the table above because we
cannot determine when or if the related milestones will be achieved or the events triggering the commencement
of payment obligations will occur at present. '

Quantitative and Qualitative Disclosures About Market Risk

Our primary exposure to market risk due to changes in interest rates relates primarily to the increase or
decrease in the amount of interest income we can earn on our investment portfolio. The primary objective of our
investment activities is to preserve principal while at the same time maximizing the income we receive without
significantly increasing risk. Our risk associated with fluctuating interest rates is limited to our investments in
interest rate sensitive financial instruments, Under our current policies, we do not use interest rate derivative
instruments to manage exposure to interest rate changes. We mitigate default risk by investing in investment
grade securities. A hypothetical 100 basis point adverse move in interest rates along the entire interest rate yield
curve would not materially affect the fair value of our interest sensitive financial instruments due to their
relatively short term nature. Declines in interest rates over time will, however, reduce our interest income, while
increases in interest rates over time will increase our interest income.




All of our marketable securities are classified as available-for-sale and therefore reported on the balance
sheet at market value. Our marketable securities consist of auction rate securities, corporate debt and government
sponsored securities with AAA ratings at the time of purchase. As of December 31, 2007, our short-term
investments included $45.0 million of ARS issued primarily by municipalities and universities that were issued
through syndicated offerings and $2.7 million of ARS issued through private placements. OQur ARS are debt
instruments with long-term maturities in which the interest rates are reset in short intervals through “Dutch”
auctions by matching buyers and sellers. The recent conditions in the global credit markets have prevented some
investors, including ourselves, from liquidating certain holdings of ARS because the amount of securities
submitted for sale has exceeded the amount of purchase orders for the securities. If there is insufficient demand
for the securities at the time of the “Dutch” auction, the auction may not be completed and the interest rates may-
be reset to the maximum interest rate applicable to the specific securities being auctioned as per the official
statement issued at the initial bond sale. When auctions for these securities fail, the investments may not be
readily convertible to cash until a future auction of these investments is successful or they are redeemed or
mature. If the credit ratings of the security issuers deteriorate and any decline in market value is determined to be
other-than-temporary, we would be required to adjust the carrying value of the investment through an impairment
charge.

Subsequent to December 31, 2007, we were informed that there was insufficient demand at auction for
$11.5 miltion of our ARS. As a result, these affected securities are currently not liquid, and we could be required
to hold them for an undetermined period of time. However, through February 29, 2008, $12.6 million of our total
ARS portfolio were successfully auctioned and sold at par, which was equivalent to their carrying value. With the
sale of these securities, we reduced our overall ARS exposure by $12.6 million, as the proceeds were reinvested
in cash equivalents. As such, we have sufficient capital to fund operations through fiscal year 2008,

At February 29, 2008, due to continued auction failures of our private placement ARS in 2008 and the
downgrading of the companies that insure certain of our ARS, the quality rating of $0.7 million of municipal
ARS went from AAA to A- and the quality rating of $0.5 million of private placement ARS went from AAA to
A, we experienced an additional $0.2 million decline in the carrying value of our ARS as their estimated market
value had decreased. With the uncertainty that exists in the global credit market today, we will continue to
closely monitor the market and evaluate our ARS portfolio on an ongoing basis, and we will adjust the carrying
value of the investment through an impairment charge that would be recorded as realized loss in our consolidated
statement of operations should any decline in market value be considered other-than-temporary. In addition, any
liquidity issues which extend into 2009 or beyond could adversely affect our business.
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Market for Registrant’s Common Equity and Related Stockholder Matters
Market Information

Qur commen stock is traded on the Hercules Market of the Osaka Securities Exchange under the symbol
*4875” and on the Nasdaq Global Market under the symbol “MNOV.” Qur stock has been traded on the Hercules
Market since February 8, 2005 and on the Nasdag Global Market since December 7, 2006, The following table
sets forth the high and low sale prices per share of our common stock as reported on the Hercules Market for all
periods through the fourth quarter of 2006 (based on the exchange rates set forth in the footnotes below) and sets
forth the high and low sale prices per share of our common stock as reported on the Nasdaq Global Market for all
subsequent periods.

Commeon
Stock Price
High Low

Fiscal year ended December 31, 2006

First QUAarEr(1) . . . oottt e e e e e $17.96 $ 8.99
Second QUANEN(2) ...\ttt e e $15.11 $10.48
Third QUAIEI(3) . ... vttt et e e e e $12.83 $ 9.73
Fourth quarter(4) ... ... ... . ittt it e $13.20 $ 7.27
Fiscal year ended December 31, 2007

T A g2 o $1440  $10.56
SECONA QUATIET . . .\ ettt et ettt e e e e e $11.00 $ 830
TRITd QUATIET . . o ettt e e e $ 9.02 $ 6.35
FOUMh QUANIET ... ..ottt ittt ettt et e e e $ 9.00 $ 429

(1) Based on an average exchange rate for the period of 116.91 Yen per U.S. Dollar.
(2) Based on an average exchange rate for the period of 114.48 Yen per U.S. Dollar.
(3) Based on an average exchange rate for the period of 116.13 Yen per U.S. Dollar.
(4) Based on an average exchange rate for the period of 117.79 Yen per U.S. Dollar.
Holders of Common Stock
As of March 7, 2008, there were 6,329 holders of record of our common stock.
Dividend Policy
We have never declared or paid any cash dividends on our capital stock, and we do not anticipate paying

any cash dividends in the foreseeable future. We expect to retain our future earnings, if any, to fund the growth
and development of our business.

16




Performance Graphs

The following graph illustrates a comparison of the total cumulative stockholder return on our common
stock trading on the Nasdaq Global Market since December 7, 2006, which is the date our common stock first

began tradi
Composite

ng on the Nasdaq Global Market, to two indices, the Nasdaq Biotechnology Index and the Nasdaq
Index. The graph assumes an initial investment of $100 on December 7, 2006. The comparisons in the

graph are required by the Securities Exchange Commission, or SEC, and are not intended to forecast or be
indicative of possible future performance of our common stock.
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| The following graph illustrates a comparison of the total cumnulative stockholder return on our common
stock trading on the Hercules market of the Osaka Securities Exchange since February 8, 20035, which is the date
our common stock first began trading on the Hercules market of the Osaka Securities Exchange to two indices,

| the Hercules Total Index and the Hercules Standard Index. The graph assumes an initial investment of $100 on
February 8, 2005. The comparisons in the graph are required by the SEC and are not intended to forecast or be
indicative of possible future performance of our common stock.
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Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in our periodic and current reports that we file with the SEC is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms, and that such information is accurnulated
and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating the disclosure
controls and procedures, management recognized that any controls and procedures, no matter how well designed
and operated, can provide only reasonable and not absolute assurance of achieving the desired control objectives.
Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if any, or misstatements due to error, if any, have been
detected. While we believe that our disclosure controls and procedures and internal control over financial
reporting are and have been effective, we intend to continue to examnine and refine our disclosure controls and
procedures and internal control over financial reporting and to monitor ongoing developmenits in these areas.

As of December 31, 2007, we conducted an evaluation, under the supervision and with the participation of
our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the
design and operation of our disclosure controls and procedures, as defined under Rule 13a-15(e) promulgated
under the Securities Exchange Act of 1934, as amended, or the Exchange Act. Based on this evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that our disclosure conirols and procedures were
effective as of the end of the period covered by this Annual Report to Stockholders.

Management’s Report on internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 13d-15(f). Under the supervision and
with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31,
2007 based on the framework in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on our evaluation under the framework in
Internal Control—Integrated Framework, our management concluded that our internal control over financial
reporting was effective as of December 31, 2007.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2007 has been audited by Ernst & Young LLP, an independent registered public accounting firm,
as stated in their report which is included herein.

Changes in Internal Control Over Financial Reporting
There has been no change in our internal control over financial reporting in our most recent fiscal quarter

that has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.
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The Board of Directors and Stockholders
MediciNova, Inc.

We have audited MediciNova, Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). MediciNova, Inc.’'s management is responsible
for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal contro} over financial reporting included in the accompanying Management’s Report on Internal Control
over Financial Reporting. Our responsibility is to express an opinion on the company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, MediciNova, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the accompanying consolidated balance sheets as of December 31, 2006 and 2007, and the
related consolidated statements of operations, and cash flows for each of the three years in the period ended
December 31, 2007 and for the period from September 26, 2000 (inception) through December 31, 2007, and the
statement of stockholder’s equity for the period from September 26, 2000 (inception) to December 31, 2000 and
for each of the seven years in the period ended December 31, 2007 of MediciNova, Inc. and our report dated
March 14, 2008 expressed an unqualified opinion thereon.

fs! Emst & Young LLP

San Diego, California
March 14, 2008
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Financial Statements and Supplementary Data
Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
MediciNova, Inc.

We have audited the accompanying consolidated balance sheets of MediciNova, Inc. as of December 31,
2006 and 2007, and the related consolidated statements of operations and cash flows for each of the three years in
the period ended December 31, 2007 and for the period from September 26, 2000 (inception) through December
31, 2007, and for the statements of stockholders’ equity for the period from September 26, 2000 (inception) to
December 31, 2000 and for each of the seven years in the period ended December 31, 2007. These financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion. .. ..

o

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of MediciNova, Inc. (a development stage company) at December 31, 2006
and 2007, and the results of its consolidated operations and its cash flows for each of the three years in the pericd
ended December 31, 2007 and the period from September 26, 2000 (inception) through December 31, 2007, and
the consolidated statements of stockholders’ equity for the period from September 26, 2000 (inception) to
December 31, 2000 and each of the seven years in the period ended December 31, 2007, in conformity with U.S.
generally accepted accounting principles.

As discussed in Note | to the consolidated financial statements, effective January 1, 2006, the Company
adopted Statement of Financial Accounting Standards No. 123R Share-Based Payment.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), MediciNova, Inc.’s internal control over financial reporting as of December 31, 2007, based on
the criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 13, 2008, expressed an unqualified
opinion thereon. ‘

fs/ Emst & Young LLP

San Diego, California
March 14, 2008
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MEDICINOVA, INC.
(a development stage company)

CONSOLIDATED BALANCE SHEETS

December 31,

2007 2006
Assets
Current assets:
Cashand cashequivalents ...... .. ... ... . . . . . iiiiiiiinrnnennnn. $ 18,778938 $ 8334496
Marketable securities available-for-sale . ............ ... ... ... ...... 51,856,571 95,716,690
Prepaid expenses and other current assets .......................... 2,443,612 6,618,994
Total CUITENt A5868S .« . ...t et e et it e ee e e e e 73,079,121 110,670,180
Property and equipment, net ......... ... ... i 673,317 870,645
OUhEr A58E1S . . ... e e e —_— 50,000
TOtal ASSEES L vttt t ettt e e e $ 73,752,438 $ 111,590,825
Liabilities and Stockholders’ Equity
Current liabilities:
Accountspayable ...... ... .. . $ 2,880462 $ 3,828270
ACCTUed BXPENSES . .\ttt e e e 3,619,861 6,332,269
Incometaxespayable ........ ... ... .. ... e 20,000 —
Accrued compensation and related expenses . .............. ... ..., 620,604 408,004
Total current Babilities .. ... ... .t i e e 7,140,927 10,568,543
Deferred rent . . ... . e e 3,310 41,374
Total liabillties ... ...t i it e et e . 7,144,237 10,609,917
Commitments
Stockholders’ equity:
Common stock, $0.001 par value; 20,000,000 shares authorized at
December 31, 2007 and 2006;12,072,027 and 10,421,985 shares issued
at December 31, 2007 and 2006, respectively ..................... 12,072 10,422
Additional paid-incapital . ......... ... .. ... e 273,189,063 258,611,697
Accumulated other comprehensiveloss ............. ... ....c...... (131,466) {49,205)
Treasury stock, at cost; 124,581 shares at December 31, 2007 and 129,608
shares at December 31,2006 ....... ... ... i (1,404,088) (1,437,870)
Deficit accumulated during the development stage ................... (205,057,380) (156,154,136)
Total stockholders’ equity ...........coiiiiiiiiii it 66,608,201 100,980,908
Total liabilities and stockholders’ equity ...........c.coitiiiierirrnnnn .. $ 73,752,438 § 111,590,825

See accompanying notes.
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MEDICINOVA, INC.
(a development stage company)

CONSOLIDATED STATEMENTS OF OPERATIONS

Period from
September 26,
2000
(inception) to

Years ended December 31, December 31,

2007 2006 2005 2007
REVEMUES « ottt ite e eiaie it taaaaonennn $ — $ 263877 § 804,068 $ 1,558,227
Operating expenses:
Costof revenues ............oeeeeenennn — 146,607 674,232 1,258,421
Research and development ............... 42,121,095 32,170,847 22,738,241 119,845,047
General and administrative ............... 11,372,873 9,623,956 7,479,244 69,887,012
Total operating expenses .. ................... 53,493968 41,941,410 30.891,717 190,990,480
Operatingloss ......... ..., (53,493.968) (41,677,533) (30,087,649) (189,432,253)
Otherincome, net ........otienrinninenenan 4,610,724 5,987,922 4,395,514 15,757,995
INCOME tAXES ... v ittt e e eenean s (20,000) — —_ (20,000)
Net oSS oot ie i e e (48,903,244) (35,089,611} (25,692,135) (173,694,258)
Accretion to redemption value of redeemable
convertible preferred stock ................. — — (19,689) (98,445)
Deemed dividend resulting from beneficial
conversion feature on Series C redeemable
convertible preferredstock ................. — — — (31,264,677)
Net loss applicable to common stockholders .. ... $(48,903,244) $(35,689,611) $(25,711,824) $(205,057,380)
Basic and diluted net loss per common share ... .. $ (4.16) § 35 % (2.88)
Shares used to compute basic and diluted net loss
pershare ....... ... ... ..o ool 11,752,139 10,130,920 8,928,533

See accompanying notes.
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MEDICINOVA, INC.
(a development stage company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Period from
September 26,
Years ended December 31, 2000 (inception)
to December 31,
2007 2006 2005 2007
Operating activities:
Netloss . ...oee e e $(48.903,244) $ (35,689,611} $ (25,692,135) $(173.694,258)
Adjustments to reconcile net loss to net cash used in
operating activities:
Non-cash stock-based compensation ............... 3,939 416 2,090,182 439,157 40,763,250
Depreciation and amortization .................... 516,013 437,392 152,454 1,271,078
Amortization of premium/discount on marketable
SECUMLIES vt i e (170,576) (743,766) (868,372) (1,784,714)
Impairment of sublease . ......................... — 35,259 — 35,259
Changes in operating assets and liabilities:
Prepaid expenses and other assets .. ................ 4,225,382 (4,110,465)  (2,070,953) (2,443,612)
Accounts payable, income tax payable, accrued
expenses and deferred rent . ... ... ... ... L (3,678,280) 4,420,998 4,816,594 6,523,633
Accrued compensation and related expenses . ........ 212,600 (497,012) 342,360 620,604
Net cash used in operating activities .. .................. (43,858,689) (34,059,023) (22,880,895) (128,708,760)

Investing activities:
Purchases of marketable securities available-for-sale . .
Maturities or sales of marketable securities
available-forsale . ... .......... . ... . Ll
Acquisition of property and equipment .............
Proceeds from sales of property and equipment ... ....
Net cash provided by / (used in) investing activities .......
Financing activities:
Net proceeds from the sale of common stock .. ... ...
Sale of preferred stock, net of issuance costs . ........
Purchase of treasury stock . .. ............ ... ...

Advances received for the sale of convertible preferred
stock L.

Net cash provided by / (used in) financing activities .......

Net increase / (decrease) in cash and cash equivalents . .. ...
Cash and cash equivalents, beginning of period . ..........

Cash and cash equivalents,end of period ................
Supplemental disclosure of non-cash investing and financing

activities:
Conversion of convertible preferred stock into common
stock upon initial public offering ................

Decrease in accrued IPO issvancecosts .............

Unrealized loss on marketable securities
available-for-sale .. ............. ... .. .. ...,

(41,712,645) (108,173406) (213,319,715)

(375,205,766}

85,002,087 114,191,364 125,150,000 325,003,451
(380,709) (208,999) (978,564) (2,236,499)
62,024 — — 256,845
43,630,757 5,808,959  (89,148,279)  (52,181,969)
10,672,374 289,000 110,961,276 120,890,566
- — — 80,216,971
— (1,382,425) (55,445} (1,437.870)
10,672,374 (1,093.425) 110,905,831 199,669,667
10,444,442 (29,343,489) (1,123,343 18,778,938
8,334,496 37,677,985 38.801,328 —
$18,778938 § 8334496 § 37677985 § 18,778,938
$ — % — § 43,515,677 % 43,515,677
$ — % — $ (1,089,420) $ —
5 (39813)% (34,0177 $ (15,188) $ (89,018)

See accompanying notes.
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MEDICINOVA, INC.
(a2 development stage company)

Notes to Consolidated Financial Statements
1, The Company, Basis of Presentation and Summary of Significant Accounting Policies
The Company

We were incorporated in the state of Delaware in September 2000. We are a development-stage
biopharmaceutical company focused on acquiring and developing novel, small molecule therapeutics for the
treatment of diseases with unmet medical need with a specific focus on the U.S. market. Through strategic
alliances primarily with Japanese pharmaceutical companies, we are developing a diversified portfolio of clinical
and preclinical product candidates, each of which we believe has a well-characterized and differentiated
therapeutic profile, attractive commercial potential and patent assets having claims of commercially adequate
sCOpe.

Basis of Presentation

Our primary activities since incorporation have been organizational activities, including recruiting
personnel, establishing office facilities, conducting research and development, performing business and financial
planning and raising capital. Accordingly, we are considered to be in the development stage.

We have sustained operating losses since inception and expect such losses to continue over the next several
years. Management plans to continue financing the operations with equity issuances, debt arrangements or a
combination thereof. If adequate funds are not available, we may be required to delay, reduce the scope of or
eliminate one or more of our research or development programs, or cease operations. During the first quarter of
2005, we completed our initial public offering (“IPO™) of 3,000,000 shares of common stock in Japan for
proceeds of $104.5 million, net of estimated underwriting discounts and commissions and offering costs. In
December 2006, we listed on the Nasdaq Global Market. Accordingly, we are a public company in both the
United States and Japan, as our stock is traded on both the Nasdaq Global Market and the Hercules market of the
Osaka Securities Exchange.

Principles of Consolidation

The consolidated financial statements include the accounts of MediciNova, Inc. and its wholly-owned
subsidiaries. MediciNova, Inc. and its subsidiaries are collectively referred to herein as “we,” “our” or “‘us.”

On December 13, 2006, MediciNova (Europe) Limited, a wholly-owned subsidiary of MediciNova, Inc.,
was incorporated under the laws of England and Wales and established for the purpose of facilitating the clinical
development of our compounds for the European marketplace. MediciNova (Europe) Limited's functional
currency is the U.S. dollar, the reporting currency of its parent.

On January 4, 2007, MediciNova Japan, Inc., a wholly-owned subsidiary of MediciNova, Inc., was
incorporated under the laws of Japan and established to strengthen business development and investor and public
relations activities in Japan and other Asian countries. MediciNova Japan, Inc.’s functional currency is the U.S.
dollar, the reporting currency of its parent.

All intercompany transactions and investments in our subsidiaries have been eliminated in consolidation.
Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in the
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financial statements and accompanying notes. Actual results may differ from these estimates under different
assumptions or conditions.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and other highly liquid investments with original maturities of
three months or less from the date of purchase. Cash equivalents at December 31, 2007 consisted primarily of
money market funds.

Marketable Securities Available-for-sale

Investments with maturity of more than three months on the date acquired are considered short-term
investments and have been classified by us as marketable securities available-for-sale. Marketable securities
available-for-sale consist principally of auction rate securities (“ARS™), corporate debt securities and government
sponsored securities with AAA ratings at the time they were acquired. Such investments are carried at fair value,
with unrealized gains and losses, if any, included as a separate component of stockholders’ equity (deficit), Fair
value for debt securities and government sponsored securities is determined by the most recently traded price of
each security as of the balance sheet date and fair value of ARS is determined by reviewing the interest rate, the
credit quality of the issuer, the length of time and extent to which the market value (if any) has been less than
cost and our intent and ability to retain the security in order to allow for an anticipated recovery of our cost basis.
The cost of marketable securities available-for-sale is based on the specific identification method.

As of December 31, 2007, our ARS included $45.0 million of municipal ARS that were issued through
syndicated offerings and $2.7 million of ARS issued through private placements. At December 31, 2007,
although there were no issues with the credit quality of any of our securities, we did record an unrealized loss of
$0.1 million in our consolidated statement of stockholders” equity (deficit) when we lowered the carrying value
of our private placement ARS to their estimated market value, which had decreased due to the failed auctions
these securities began experiencing in August 2007 and continuing through 2008. If the credit ratings of any of
our security issuers further deteriorates and any decline in market value is determined to be other-than-
temporary, we would adjust the carrying value of the investment through an impairment charge, that would be
recorded as realized loss in our consolidated statement of operations.

Concentration of Credit Risk

Financial instruments that potentially subject us to a significant concentration of credit risk consist primarily
of cash, cash equivalents and marketable securities available-for-sale. We maintain deposits in federally insured
financial institutions in excess of federally insured limits. However, management believes we are not exposed to
significant credit risk due to the financial position of the depository institutions in which those deposits are held.
Additionally, we have established guidelines regarding diversification of our investments and their maturities,
which are designed to maintain safety and liquidity.

Fair Value of Financial Instruments

Our financial instruments, including cash and cash equivalents, accounts payable and accrued liabilities, are
carried at cost, which we believe approximates fair value given their short-term nature,
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Other Assets

Other assets consist of costs incurred through December 31, 2006 asseciated with our public offering of
1,000,000 shares of common stock pursuant to the Shelf Registration and Prospectus Supplement filed with the
Securities and Exchange Commission on November 14, 2006 and January 30, 2007, respectively. Upon
completion of the public offering, these costs were accounted for as a reduction to the gross proceeds of the
offering in the statement of stockholders’ equity.

Property and Equipment

Property and equipment, net, which consists of leasehold improvements, equipment and construction in
progress, is stated at cost. Leasehold improvements, furniture and equipment, and software are depreciated using
the straight-line method over the estimated useful lives of the related assets. The useful life for furniture,
equipment (other than computers) and software is five years, computers is three years and leasehold
improvements are amortized over the lesser of the useful life or the term of the lease. Our current lease expires in
February 2009.

Impairment of Long-Lived Assets

We review long-lived assets, including property and equipment, for impairment whenever events or changes
in business circumstances indicate that the carrying amount of the assets may not be fully recoverable. An
impairment loss would be recognized when estimated undiscounted future cash flows expected to result from the
use of the asset and its eventual disposition are less than its carrying amount. The impairment loss, if recognized,
would be based on the excess of the carrying value of the impaired asset over its respective fair value,
Impairment, if any, is assessed using discounted cash flows.

Revenue Recognition

In connection with the management of clinical trials, we pay, en behalf of our customers, fees to
investigators and other pass-through costs for which we are reimbursed at cost, without mark-up or profit. In
addition, we charge management fees based on negotiated hourly rates pursuant to master services agreements
with Asahi Kasei Pharma Corporation and Argenes, Inc. We recognize management fees based on actual hours
worked and recognize pass-through expenses as revenue when the related liability is incurred in accordance with
Emerging Issues Task Force (“EITF”) Rule No. 01-14, Income Statement Characterization of Reimbursements
Received for “Out-of-Pocket” Expenses Incurred. ETTF No. 01-14 requires reimbursable pass-through expenses
incurred to be characterized as revenue in the statement of operations. Pass-through costs represent the majority
of cost of revenues for all periods in which we have recorded revenue.

Research and Development

Research and development expenses consist of costs incurred to further our research and development
activities and include salaries and related employee benefits, costs associated with clinical trials, costs associated
with non-clinical activities such as toxicology testing, regulatory activities, research-related overhead expenses,
and fees paid to external service providers who conduct certain research and development activities on our
behalf. We use external service providers and vendors to conduct clinical trials, to manufacture product
candidates to be used in clinical trials and to provide various other products and services related to our product
development programs. Research and development expenses also include fees for licensed technology for which
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technological feasibility has not been established and there are no alternative uses. Research and development
costs are expensed as incwrred or accrued based on certain contractual factors such as for estimates of work
performed, milestones achieved, patient enrollment and experience with similar contracts. As actual costs
become known, accruals are adjusted. To date, our estimates have not differed significantly from the actual costs
incurred.

Income Taxes

In accordance with Statement of Financial Accounting Standards (“SFAS™) No. 109, Accounting for Income
Taxes, a deferred tax asset or liability is determined based on the difference between the financial statement and
the tax basis of assets and liabilities as measured by the enacted tax rates, which will be in effect when these
differences reverse. We provide a valuation allowance against net deferred tax assets unless, based upon the
available evidence, it 1s more likely than not that the deferred tax assets will be realized.

In July 2006, the Financial Accounting Standards Board (“FASB”) issued Interpretation No. 48, Accounting
for Uncertainty in Income Taxes—An Interpretation of FASB Statement No. 109 (“FIN 48”). FIN 48 clarifies the
accounting for uncertainty in income taxes recognized in an entity’s financial statements in accordance with
FASB Statement No. 109, Accounting for Income Taxes, and prescribes a recognition threshold and measurement
attributes for financial statement disclosure of tax positions taken or expected to be taken on a tax return. Under
FIN 48, the impact of an uncertain income tax position on the income tax return must be recognized at the largest
amount that is more-likely-than-not to be sustained upon audit by the relevant taxing authority. An uncertain
income tax position will not be recognized if it has less than a 50% likelihood of being sustained. Additionally,
FIN 48 provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition.

We adopted the provisions of FIN 48 on January 1, 2007, As a result of the adoption of FIN 48, we had no
cumulative effect adjustment, and therefore, no change to the January 1, 2007 balance in retained earnings. At
January 1, 2007 and December 31, 2007, we had no unrecognized tax benefits that, if recognized, would affect
our effective income tax rate in future periods.

Our practice is to recognize interest and/or penalties related to income tax matters in income tax expense.
We had no accrued interest or penalties at January 1, 2007 or at December 31, 2007.

We are subject to taxation in the United States, California and foreign jurisdictions, of which currently no
years are under examination. Qur tax years for 2000 and forward are subject to examination by the U.S. and state
tax authorities due to the carryforward of unutilized net operating losses and research and development credits.
At December 31, 2007, income taxes relate to income earned by our Japanese subsidiary, MediciNova Japan, Inc.

The adoption of FIN 48 did not impact our consolidated financial condition, results of operations or cash
flows. At January 1, 2007, we had net deferred tax assets of $37.1 million. The deferred tax assets are primarily
composed of federal and state tax net operating loss (“NOL”) carryforwards and federal and state research and
development (“R&D”) credit carryforwards. Due to uncertainties surrounding our ability to generate future
taxable income to realize these assets, a full valuation has been established to offset our net deferred tax asset.
Additionally, the future utilization of our NOL and R&D credit carryforwards to offset future taxable income
may be subject to a substantial annual limitation as a result of ownership changes that may have occurred
previously or that could occur in the future. We have determined that an ownership change occurred on May 28,
2003 and September 2, 2004. in which approximately $481,000 and $516,000, respectively, were estimated as
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the annual limitation, These limitations will result in the expiration of unused federal net operating loss
carryforwards and federal tax credits in the amount of $8,833,000 and $220,000, respectively. The January 1,
2007 net deferred tax assets will be reduced by $3,331,000, with a corresponding reduction of the valuation
allowance. In each period since our inception, we have recorded a valuation allowance for the full amount of our
deferred tax asset, as the realization of the deferred tax asset is uncertain. As a result, through December 31,
2007, we have not recorded any federal or state income tax benefit in our statement of operations.

Stock-Based Compensation

We grant stock options to our employees, directors and consultants under the MediciNova, Inc. Amended
and Restated 2004 Stock Incentive Plan (the “2004 Plan™), the successor to the MediciNova, Inc. 2000 General
Stock Incentive Plan (the “2000 Plan™). No additional stock options have been or will be issued under the 2000
Plan subsequent to our IPQO. Stock options issued to non-employees were recorded at their fair value as
determined in accordance with EITF Issue No. 96-18, Accounting for Equity Instruments that are Issued to Other
than Employees for Acquiring, or in Conjunction with Selling, Goods or Services. Effective January 1, 2006, we
adopted SFAS 123R, Share-Based Payment using the Modified Prospective Application as our transition method
and, thus, the benefits provided under these Plans constitute share-based compensation subject to the provisions
of SFAS No. 123R. Prior to January 1, 2006, we accounted for share-based compensation related to stock options
under the recognition and measurement principles of Accounting Principles Board (“APB”) Opinion No. 25;
therefore, we measured compensation expense for our stock options using the intrinsic value method, which
represents the excess, if any, of the fair market value of our stock at the grant date over the amount required to be
paid to acquire the stock, and provided the pro forma disclosures required by SFAS No. 123.

As a result of the adoption of SFAS No. 123R, our net loss for the year ended December 31, 2006 was
higher by approximately $1.9 million than if we had continued to account for share-based compensation under
APB Opinion No. 25. Basic and diluted net loss per share for the year ended December 31, 2006 would have
been $3.31 per share if we had not adopted SFAS No. 123R. SFAS No. 123R requires that cash flows resulting
from tax deductions in excess of the cumulative compensation cost recognized for options exercised (excess tax
benefits) be classified as cash inflows from financing activities and cash outflows from operating activities. Due
to our net loss position, no tax benefits have been recognized in the consolidated statements of cash flows.

The exercise price of stock options granted during the years ended December 31, 2007 and 2006 were either
equal to market value or at a price above market value on the date of grant. During the years ended December 31,
2007 and 2006, options to purchase 151,000 and 1,702,891 shares of common stock, respectively, were granted
and share-based compensation expense for such stock options is reflected in operating results during fiscal 2007
and fiscal 2006. The estimated fair value of each stock option award was determined on the date of grant using
the Black-Scholes option valuation model with the following weighted-average assumptions for stock option
grants:

Years ended
December 31,
2007 2006
Risk-free INErESE FALE . . oo\ttt i ee e e i 4.64% 4.56%
Expected volatility of common stock ......... ... .. ..o 69.00% 69.00%
Dividend yield . .. ... ... ... e 0.00% 0.00%
Expected option term (in years) ............c.oeeirrrroiiiiiiaann 4.00 6.00

The risk-free interest rate assumption is based upon observed interest rates appropriate for the expected term
of our employee stock options. The expected volatility is based on the weighted average volatility of our stock
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price, factoring in changes in the daily share price, and the volatility of stock prices of certain peers within our
industry sector and management’s judgment. Prior to fiscal 2006, we had used our peer group’s historical stock
price volatility as the basis of our stock price volatility in accordance with SFAS No. 123 for purposes of our pro
forma information. We have not paid any dividends on common stock since our inception and do not anticipate
paying dividends on our common stock in the foreseeable future. The expected life of employee stock opttons
represents the average of the life of the options and the average vesting period, and is a derived output of the
simplified method, as allowed under the Securities and Exchange Commission’s Staff Accounting Bulletin

No. 107, Share-Based Puyment.

As share-based compensation expense recognized in the accompanying consolidated statement of operations
for the years ended December 31, 2007 and 2006 were based on awards ultimately expected to vest, such
expense should be reduced for estimated forfeitures. SFAS No. 123R requires forfeitures to be estimated at the
time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. We
have very few employees and our historical turnover has been minimal. Therefore, we have not estimated
forfeitures and instead adjust our stock-based compensation expense as forfeitures occur. We believe that the
impact on stock-based compensation between estimating forfeitures and recording the impact as the forfeitures
occur would not be material. In our pro forma information required under SFAS No. 123 for the periods prior to
fiscal 2006, we accounted for forfeitures as they occurred. Our determination of fair value is affected by our
stock price, as well as a number of assumptions that require judgment, The weighted-average fair value of each
stock option granted during the years ended December 31, 2007 and 2006, estimated as of the grant date using
the Black-Scholes option valuation model, was $5.27 and $6.62 per option, respectively.

For the years ended December 31, 2007 and 2006, share-based compensation expense related to stock
options was $3.9 mitlion and $2.1 million, respectively, and was recorded as a component of general and
administrative expense ($3.0 million and $1.6 million, respectively) and research and development expense ($0.9
million and $0.5 million, respectively). No stock options were exercised during the year ended December 31,
2007; however, there were two stock option exercises during the year ended December 31, 2006, from which
approximately $14,000 was received.

For stock options granted prior to the adoption of SFAS No. 123R, the following table illustrates the pro
forma effect on net loss and loss per common share as if we had applied the fair value recognition provisions of
SFAS No. 123 in determining stock-based compensation for awards under the plan:

Year ended

December 31,
2005

Net loss applicable to common stockholders, asreported .................... .. .cooia... $(25,711.824)

Add: total stock-based employee compensation expense included innetloss ................ 439,157
Less: stock-based employee compensation expense determined under the fair value method . . .. (1,090,107)
SFAS No. 123 pro forma net loss applicable to common stockholders . ................... $(26,362,774)
Basic and diluted net loss pershare, asreported ....... ... .. . . i i i e $ (2.88)
Basic and diluted net loss per share, pro forma under SFASNo. 123 ... ... ... .......... $ (2.95)

As of December 31, 2007, there was $7.9 million of unamortized compensation cost related to unvested
stock option awards, which is expected to be recognized over a remaining weighted-average vesting period of 2.4
years. Of such amount, $0.1 million represents unamortized compensation cost related to unvested stock option
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awards measured using the intrinsic value method. Prior to the adoption of SFAS No. 123R, we presented
unamortized compensation cost as deferred compensation and classified it as a separate component of
stockholders’ equity. On January 1, 2006, in accordance with the provisions of SFAS No. 123R, we reclassified
deferred compensation against additional paid-in capital.

Comprehensive Income (Loss)

We have adopted SFAS No. 130, Reporting Comprehensive [ncome, which requires that all components of
comprehensive income (loss), including net income (loss), be reported in the financial statements in the period in
which they are recognized. Comprehensive income (loss) is defined as the change in equity (net assets) during a
period from transactions and other events and circumstances from non-owner sources. Net income (loss) and
other comprehensive income {loss), including foreign currency transiation adjustments and unreatized gains and
losses on investments, are reported, net of their related tax effect, to arrive at comprehensive income (loss). Our
comprehensive loss includes unrealized losses on marketabie securities and currency translation and is not
significantly different from our net loss for periods presented.

Net Loss Per Share

Basic net loss per share attributable to common stockholders is calculated by dividing the net loss by the
weighted average number of common shares outstanding for the period, without consideration for common stock
equivalents. Diluted net loss per share is computed by dividing the net loss attributable to common stockholders
by the weighted average number of common share equivalents outstanding for the period determined using the
ireasury-stock method. For purposes of this calculation, convertible preferred stock, stock options and warrants
are considered to be common stock equivalents and are only included in the calculation of diluted net loss per
share when their effect is dilutive.

Recent Accounting Pronouncements

The FASB issued SFAS No. 141 {revised 2007), “Business Combinations” and SFAS No. 160,
“Noncontrolling Interests in Consolidated Financial Statements, an amendment of Accounting Research Bulletin
No. 51" SFAS No. 141R will change how business acquisitions are accounted for and will impact financial
statements both on the acquisition date and in subsequent periods. SFAS No. 160 will change the accounting and
reporting for minority interests, which will be recharacterized as noncentrolling interests and classified as a
component of equity. SFAS No. 141R and SFAS No. 160 are effective for us beginning in the first quarter of
fiscal year 2009. Early adoption is not permitted. We are currently evaluating the potential impact that SFAS No.
141R and SFAS No. 160 will have on our consolidated financial statements.

The FASB ratified the consensus reached by the EITF in EITF Issue No. 07-3, Accounting for
Nonrefundable Advance Payments for Goods or Services Received for Use in Future Research and Development
Activiries, which requires that nonrefundable advance payments for goods or services that will be used or
rendered for future research and development activities be deferred and amortized over the period that the goods
are delivered or the related services are performed, subject to an assessment of recoverability. EITF 07-3 will be
effective for fiscal years beginning after December 15, 2007, which will be our fiscal year 2008. We believe that
the adoption of EITF 07-3 will not have a material impact on our consolidated financial statements.

The FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities,
which allows an entity to voluntarily choose to measure certain financial assets and liabilities at fair value. SFAS
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No. 159 will be effective for fiscal years beginning after November 15, 2007, which will be our fiscal year 2008.
We are currently evaluating the potential impact that adopting SFAS No. 159 will have on our consolidated
financial statements.

The FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a
framework for measuring fair value under GAAP, and expands disclosures about fair value measurements. SFAS
No. 157 will be effective for fiscal years beginning after November 15, 2007, which will be our fiscal year 2008.
We are currently evaluating the potential impact that adopting SFAS No. 157 will have on our consolidated
financial statements.

2. Balance Sheet Details
Marketable Securities

Marketable securities available-for-sale consist of ARS, corporate debt securities and government sponsored
securities. All of the corporate debt securities and government sponsored securities have contractual maturities of
12 months or less as of December 31, 2007. The ARS primarily have stated maturities that are structured with
short-term holding periods. At the end of each holding period, a new auction is held to determine the rate or
dividend for the next holding period. We can sell or continue to hold securities at par at each auction. In order for
us to sell ARS, the auction needs to be successful, which means that demand in the marketplace exceeds supply.
The length of each holding period is determined at the original issuance of the ARS. As of December 31, 2007,
we had $47.7 million of ARS with stated maturity dates ranging from 2022 to 2044 and reset dates primarily
ranging from seven to 63 days.

December 31, 2007 December 31, 2006
Gross Gro§s
Amortized Unrealized Amortized Unrealized

Cost Gains Losses Fair Value Cost Gains Losses Fair Value

Auction rate securities ........ $47.800,000 $ — $(98,975) $47,701,025 $83,425000 § — $ — $83,425,000

Corporate debt securities ...... 700,700 — (646) 700,054 2,948,618 1,372 —_ 2,949,990
Government sponsored

SECUTIIES . .. ... ivevnnnnnnn 3,444,889 10,603 -_— 3455492 9,392,277 — (35389 9,341,700

$51,945,589 $10,603 $(99,621) $51,856,571 $95,765,895 $1,372 $(35,389) $95,716,690

Our investments in ARS principally represent interests in government guaranteed student loans, municipal
bonds, educational institutions, insurance notes and portfolios of securities (primarily commercial paper). At
December 31, 2007, approximately $45.0 million of the ARS held by us consisted primarily of municipal
securities. None of the underlying collateral for the ARS held by us consisted of subprime or collateralized debt
obligations. As of December 31, 2007, the $0.1 million unrealized loss on ARS related to a decrease in estimated
market value due to failed auctions associated with approximately $2.7 million of private placement ARS.
Although we lowered the carrying value of these securities to reflect prevailing market value, we believe that the
decline is not other-than-temporary and that these investments should remain classified as current assets. Based
on an evaluation of the credit standing of each issuer, management believes it is probable that we will be able to
collect all amounts due according to the contractual terms. We had no realized losses on sales of investment
securities available-for-sale for the years ended December 31, 2007 and 2006.
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Property and Equipment
Property and equipment, net, consist of the following:
December 31,

2007 2006
Leasehold improvements ......... ... i $ 498,581 $ 535309
Fumniture and equipment . . ... .. .. ot it ot i 892,638 707,645
SO WaATE . . . e 380,245 276,161

ConStruction iN PrOEIESS . . ... .utu e et et eenn — —
1,771,464 1,519,115

Less accumulated depreciation . ............. . iieveiiiiiiinn., (1,098,147) (648,470)
$ 673317 $ 870,645
Depreciation eXPemsSe . . . ..ottt et et ei e $ 516,013 § 437,392
Accrued Expenses

A substantial portion of our ongoing research and development activities are performed under agreements
we enter into with external service providers, including clinical research organizations, which conduct many of
our research and development activities, A portion of our ongoing general and administrative activities relate to
legal, accounting and consulting services. We accrue for costs incurred as the services are being provided by
monitoring the status of clinical trials or specific projects or services provided, contractual factors such as
milestones or retainer fees and the invoices received from our external service providers. Accrued expenses
consist of the following;

December 31,
2007 2006
Research and development coSts . .. ......veiinunininneen.., $3,120,668  $5,402,319
Professional servicesfees ..........oiir i, 244,351 505,014
Accrued payable related to master service agreemenis . .. ............. — 222,131
OtREr 254 842 202,805

$3,619,861  $6,332,269

3. Related Party Transactions

Our board of directors approved an arrangement in September 2001 to engage Dr. Yuichi Iwaki as a
consultant in connection with financing transactions and business development activities, which was
subsequently amended in November 2003 and November 2004, Pursuant to such arrangement, Dr. Iwaki was
paid $20,000 per month plus other cash or stock compensation, if any, as the board of directors deemed
appropriate for services rendered. In July 20035, the board of directors appointed Dr. Iwaki as our Executive
Chairman and, in September 2005, appointed Dr. Iwaki as our Acting Chief Executive Officer and Acting Chief
Financial Officer. In January 2006, Dr. Iwaki’s consulting fee was increased to $29,167 per month based on the
findings of an independent study covering executive compensation. In March 2006, Dr. Iwaki was appointed as
our President and Chief Executive Officer, Effective January 1, 2007, Dr. Iwaki became a full-time employee.
Compensation earned by Dr. lwaki as a consultant during the years ended December 31, 2007, 2006, 2005 and
the period from September 26, 2000 (inception) to December 31, 2007 were $0, $500,000, $320,000 and
$1,180,000, respectively.
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On May 4, 2007, our board of directors approved the modification of certain stock option grants received by
Dr. Iwaki while serving in his consulting capacity as President and Chief Executive Officer as a result of the
change in Dr. Iwaki’s status from consultant to employee. Two nonqualified stock option (“NSQ7) grants
received by Dr. Iwaki for 40,000 shares of common stock and 333,503 shares of common stock, which were
granted on January 4, 2006 and November 12, 2006, respectively, were modified such that the NSO grants were
cancelled and new grants of incentive stock options equal in number to the prior NSO grants were granted at the
prior exercise prices and with the original vesting schedules approved for the cancelled NSO grants. Pursuant to
SFAS No. 123R, there is no impact to our consolidated financial results related to the modification from
nonqualified stock options to incentive stock options as there is no incremental value aitributed to the modified
awards.

4. Commitments and Contingencies
Facility Lease

In January 2004, we leased 16,609 square feet of space for our corporate headquarters under a
non-cancelable operating lease that was set to expire in February 2008. In January 2008, we entered into a third
amendment to lease for our corporate headquarters at the same location in which we reduced the amount of space
under lease to 12,699 square feet of office space through February 2009, In June 2005, we leased 1,726 square
feet of office space in Tokyo, Japan under a non-cancelable operating lease that expires in May 2009. Rent
expense, net of sub-lease income in 2007, for the years ended December 31, 2007, 2006, and 2003 and the peried
from September 26, 2000 (inception) to December 31, 2007 was $683,971, $624,430, $648,915, and 32,466,715,
respectively.

In January 2006, we subleased 3,506 square feet of our corporate headquarters under a non-cancelable
operating lease that expired in January 2008. Expected sub-lease income for fiscal year 2008 is approximately
$9,500. During the first quarter of 2006, we recorded a charge of approximately $54,000 related to our expected
loss on the sublease and a charge of approximately $35,000 related to tenant improvement impairment in the
subleased space. No further impairment charge was recorded in fiscal year 2006. Both charges are included in
general and administrative expense on the accompanying consolidated staterment of operations.

Future minimum payments are as follows:

Years ending December 31:

BO08 .. e $511,707
2000 e s 126,155
Thereafter . ...oovrvr e i $637,862

License Agreemerits

We have entered into numerous license agreements to acquire the rights to develop and commercialize a
variety of product candidates. Pursuant to these agreements, we have obtained exclusive, sublicenseable licenses
to the patent rights and know-how for all indications under the agreements within our licensed territories. We
generally make an upfront payment and are required to make additional payments upon the achievement of
specific development and regulatory approval milestones. We are also obligated to pay royalties under the
agreements until the later of the expiration of the applicable patent or the applicable last date of market
exclusivity after the first commercial sale, on a country-by-country basis.

38




MEDICINOVA, INC.
(a development stage company)

Notes to Consolidated Financial Statements

The amounts expended under these agreements and charged to research and development expense during
the years ended December 31, 2007, 2006, 2005 and the period from September 26, 2000 (inception) to
December 31, 2007 were $3,000,000, $1,050,000, $500,000 and $9,750,000, respectively. As of December 31,
2007, future potential milestone payments totaled approximately $94.2 million, and there are no minimum
royalties required under any of the license agreements. From June 19, 2002 (the date of our first license
agreement) through December 31, 2007, we have entered into nine license agreements with Japanese and British
pharmaceutical companies and a non-profit research institute,

Termination of Phase HI Trial for MN-001, Bronchial Asthma

On June 26, 2007, we announced a strategic initiative to focus our resources on the development and
commercialization of two prioritized assets in our development pipeline, MN-221 for the treatment of status
asthmaticus and MN-166 for the treatment of multiple sclerosis. As part of this strategy, we terminated the
Phase II clinical trial of MN-001. At December 31, 2007, the termination of the Phase III clinical trial was
completed and our financial results for the year then ended reflect additional research and development expense
of $2.1 million (or $0.18 loss per share) to complete the wind-down of this clinical trial.

Legal Proceedings

In November 2006, we reached a mediation settlement of the dispute concerning the termination of
employment of a former executive in the Tokyo District Court. Under the settlement, which is the subject of a
written mediation decree prepared by the Tokyo District Court, we agreed to pay the former executive eight
months of severance pay, or approximately $160,000, which was included as a charge in our consolidated
statement of operations in fiscal 2006.

On April 30, 2007, a participant in one of our clinical trials filed a lawsuit against us, the clinical
investigatory site where the individual participated in the clinical trial and the chief investigator at such clinical
investigatory site. The complaint alleged that the plaintiff’s daughter suffered permanent injuries in utero as a
result of the plaintiff’s participation in our clinical trial. Our insurance carrier assumed defense of this lawsuit,
which was settled on September 27, 2007 with no admission of liability. On October 29, 2007, the court entered
an order of dismissal of the claims asserted against us and all other defendants and subsequently entered a final
judgment approving the settlement. Settlement of the lawsuit did not have a material adverse effect on our
business, financial condition or operating results.

We may become involved in various disputes and legal proceedings which arise in the ordinary course of
business. While it is not possible to accurately predict or determine the outcome of these matters, an adverse
result in any of these matters may occur which could harm our business, We are currently not a party to any legal
proceedings.

5. Redeemable Convertible Preferred Stock and Stockholders’ Equity
Initial Public Offering in Japan

On February 4, 2005, we completed an IPO of 3,000,000 shares of common stock in Japan and received
aggregate proceeds of $104,486,893, net of underwriting discounts and commissions and offering expenses. In
addition, on March 8, 2005, we closed the sale of an additional 157,300 shares of our common stock pursuant to

the partial exercise by our underwriters of an over-allotment option which resulted in aggregate proceeds to us of
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$5,557,773, net of underwriting discounts and commissions. In connection with our IPO, redeemable convertible
and convertible preferred stock outstanding as of February 4, 2005 was automatically converted into 6,678,285
shares of common stock.

Public Offering in the United States

On February 1, 2007, we completed a public offering of 1,000,000 shares of common stock in the United
States at a purchase price of $12.00 per share and received aggregate net proceeds of approximately $10,639,600
million, net of underwriting discounts and commissions and offering expenses.

Redeemable Convertible Preferred Stock

On September 2, 2004, we sold 27,667,856 shares of Series C redeemable convertible preferred stock at a
purchase price of $1.62 per share for total net proceeds of $43,404,320, net of issuance cosis.

The Series C preferred stock was sold at a price per share below our IPO price. Accordingly, pursuant to
EITF Issue No. 98-5, Accounting for Convertible Securities with Beneficial Conversion Features, we recorded a
deemed dividend on the Series C preferred stock of $31,264,677, which is equal to the number of shares of Series
C preferred stock sold multiplied by the difference between the estimated fair value of the underlying common
stock and the Series C preferred stock conversion price per share. The deemed dividend increased the net loss
applicable to common stockholders in the calculation of basic and diluted net loss per common share and was
reported as a charge to accumulated deficit and a credit to additional paid-in capital, with no net impact on total
stockholders’ equity.

Founders’ Common Stock and Warrants

At inception, we issued a total of 50,000 shares of our common stock to two of our founders who became
officers and directors, for proceeds of $50,000. We also granted the two individuals warrants to purchase 50,000
shares of our common stock at an exercise price of $1.00 per share. The warrants contained an antidilution clause
providing the founders with the right to purchase additional shares of common stock any time there was a
dilution event so that they could maintain their original ownership percentage. At December 31, 2003, as a result
of the Series A and Series B preferred stock sales, the warrants were adjusted to allow the holders to purchase up
to 365,000 shares of common stock. At December 31, 2007, no underlying shares of common stock remained
subject to purchase under the terms of these warrants.

From January through May 2004, in conjunction with the sale of Series B preferred stock, the shares of
common stock issuable upon exercise of the warrants were adjusted up to 732,300 shares. Based on subsequent
financing activities and the price of our IPO, we believe that the estimated fair value of the 732,300 shares
exceeded the $1.00 exercise price of the warrants and, as a result, we recorded stock-based compensation in
general and administrative expense in the amount of $19,405,950.

On September 2, 2004, in conjunction with the sale of Series C preferred stock, we and our two founders
amended the terms of our warrant agreements. In exchange for relinquishing any future anti-dilution rights, the
number of underlying common shares that could be purchased under the terms of the warrants was increased and
fixed at 1,285,657, up from 732,300. Since ali of the warrants were previously variable, we recorded additional
stock-based compensation in general and administrative expense of $14,663,966 based on the estimated fair
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value of the underlying common stock on September 2, 2004 for a total of $34,069,916. Since the number of
warrants became fixed at September 2, 2004, no additional compensation has been recorded.

Other Warrants

In May 2004, as compensation for fundraising efforts related to the sale of Series B preferred stock, we
issued to BioVen Advisory, Inc. a warrant to purchase 50,000 shares of common stock with an exercise price of
$10.00 per share and an expiry date of May 2009. The warrant was valued at the $250,000 cash value of the
services performed. The warrant issuance had no net impact on the consolidated financial statements because the
transaction resulted in both a charge and a credit to additional paid-in capital.

Stock Options

We grant options to our employees, directors and consultants under the 2004 Plan, the successor to the 2000
Plan.

2000 General Stock Incentive Plan

In September 2000, we adopted the 2000 Plan under which incentive stock options could be granted to our
employees and nonstatutory stock options and other stock-based awards could be granted to employees, directors
and consultants. Stock options have been granted with an exercise price of $10.00 per share and vest 25% after
the first year of service from the grant date, with the remaining shares vesting in equal monthly installments over
the subsequent 36 months of service. An employee may exercise stock options prior to vesting in which case we
have the right to repurchase the unvested shares at the original exercise price if the employee is terminated before
vesting in all shares occurs.

Following the vesting period, options are exercisable until the earlier of 90 days after the employee’s
termination with us or the ten-year anniversary of the initial grant, subject to adjustment under certain conditions.
We have the right to purchase all of those shares that the employees have or will acquire under these stock
options. The purchase price for any vested shares repurchased will be the greater of the fair market value of such
shares on the date of purchase or the aggregate cxercise price for such shares.

At December 31, 2007, stock options to purchase a total of 85,500 shares of common stock were
outstanding under the 2000 Plan at a weighted average exercise price of $10.00 per share. No additional stock
options have been or will be issued under the 2000 Plan subsequent to our IPQ. However, stock options
previously granted under the 2000 Plan will remain outstanding until the earlier of expiration or exercise.

2004 Stock Incentive Plan

In connection with our IPO, we adopted the 2004 Plan, which serves as the successor program to the 2000
Plan. The 2004 Plan became effective upon the completion of our IPO in February 20035 and was amended and
restated in February 2007.

The 2004 Plan is administered by the compensation committee of our board of directors and provides for the
grant of (i) options to purchase shares of common stock; (ii) restricted stock; (iii) stock appreciation rights; and
(iv) stock units, Incentive stock options may only be granted to employees. Nonstatutory stock options and other
stock-based awards may be granted to employees, non-employee directors and consultants.
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The number of shares reserved for issuance under the 2004 Plan will be increased on the first day of each of
our fiscal years from 2006 through 2014, with the first such increase occurring on January 1, 20086, by the lesser
of: (i) 100,000 shares; (ii) 3% of our outstanding common stock on the last day of the immediately preceding
fiscal year; or (iii) the number of shares determined by our board of directors. In addition, in February 2007, the
total number of shares available for grant was increased by 300,000.

Options granted to optionees other than non-employee directors will generally vest monthly over a four year
period, beginning on the vesting commencement date. The exercise price of an incentive stock option shall not be
tess than 100% of the fair market value at the time of grant and the exercise price of a nonstatutory stock option
shall not be less than 85% of the fair market value at the time of grant.

Fully vested automatic grants of nonstatutory stock options will be made to non-employee directors in an
initial amount of 1,000 shares upon first becoming a member of our board of directors. Immediately after each of
our regularly scheduled annual meetings of stockholders, each non-employee director will be automatically
granted a nonstatutory option to purchase 1,000 shares of our common stock, at 100% of the fair market value at
the time of grant, provided that the director has served on our board for at least six months. Each annual option
will be fully vested and exercisable on the date which is six months after the date of grant.

The 2004 Plan terminates ten years after its initial adoption by the board of directors, unless terminated
earlier by the board of directors. The board of directors may amend or terminate the plan at any time, subject to
stockholder approval where required by applicable law.

A summary of our stock option activity and related information as of December 31, 2007 is as follows:

Exercise Price Per Share
Number of Shares Range Weighted Average

Balance at December 31,2003 ... . ... .. ot 49,400 $ 10.00 $10.00
Oranted .. ...t et 116,000 $ 10.00 $10.00
EXEICISEO © o oo v v oe ettt ia et s cme et —_ $ 10.00 $10.00
Cancelled . .. .. o e i (10,400 ) h) 10.00 $10.00
Balance at December 31,2004 ... ... ... .. i 155,000 $ 10.00 $10.00
Granmted . oot e 352,000 $13.80-33.10 $26.27
BXercised .. oo oo et — —_ —

Cancelled .. .. e e e (34,584 ) $ 10.00 $10.00
BRalance at December 31,2005 . ... .. ... iiiiininnn. 472,416 $10.00-33.10 $22.15
Granted .. oot e e 1,702,891 $ 9.73-34.20 $10.56
| ver e ¢ PSP N (1,400) $ 10.00 $10.00
Cancelled . .. oot e e {135,116) $10.00-33.10 $20.44
Balance at December 31,2006 . ........... ... ... ... 2,038,791 $ 9.73-34.20 $12.86
Granted ... vttt e e 151,000 $ 8.80-45.00 $16.41
Exercised . ..o oi ittt i e e e — — —_

Cancelled .. ..ot e e (199,713) $ 9.73-45.00 $18.32
Balance at December 31,2007 ... ... ... .. o e 1,990,078 $ 8.80-34.20 $12.58
Exercisable at December 31,2004 ... . ... ... ... .. 65219 $ 10.00 $10.00
Exercisable at December 31,2005 ............. ........ M $10.00-33.10 $13.75
Exercisable at December 31,2006 ......... ... ... 362,731 $ 9.73-34.20 $14.45
Exercisable at December 31,2007 ... ....... ... ol 869,761 $ 8.80-34.20 $13.01
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The following table summarizes information about the stock options outstanding under our 2000 Plan and
2004 Plan at December 31, 2007:

Weighted average Weighted Weighted average Weighted
remaining average remaining average
contractual life of  exercise price Contractual life of Exercise price
Exercise Options options outstanding of options Exercisable exercisable options of exercisable
price Outstanding (in years) outstanding options (in years) options
$ 8.80 18,000 9.5 $ 8.80 2,250 9.5 $ 8.80
$ 973 1,238,291 8.9 5973 435,266 8.9 $9.73
$10.00 85,500 5.6 $10.00 78,146 5.6 £10.00
$10.76 6,000 9.3 $10.76 6,000 83 $10.76
$10.90 3,600 8.5 $10.90 3,600 8.5 $10.90
$11.19 39,000 9.2 $11.19 7312 92 $11.19
$11.30 10,000 8.6 $11.30 10,000 8.6 511.30
$11.50 28,000 8.5 $11.50 18,583 85 $11.50
$11.60 205,287 8.0 311.60 114,350 8.0 $11.60
$13.25 28,000 9.0 $13.25 6417 8.0 $13.25
$13.40 23,000 7.4 $13.40 10,917 3.4 £13.40
$13.50 3,000 84 $13.50 3,000 8.4 $13.50
$13.80 45,000 719 $13.80 45,000 7.9 $13.80
$14.90 21,000 8.0 $14.90 15,792. 8.0 $14.90
$16.50 2,000 7.6 $16.50 2,000 1.6 $16.50
$22.60 20,400 8.6 $22.60 6,712 8.6 $22.60
$23.40 67,500 7.9 $23.40 35,156 79 $23.40
$33.10 112,500 7.9 $33.10 58,073 7.9 $33.10
$34.10 25,000 87 $34.10 7.812 8.7 $34.10
$34.20 9,000 8.5 $34.20 3,375 8.5 $34.20
8.5 $12.58 869,761 83 $t3.01

1,990,078

There was no aggregate intrinsic value of stock options exercised during the year ended December 31, 2007
or outstanding and exercisable at December 31, 2007, based on the closing price on the Nasdaq Global Market on
such date,

Commaon Stock Reserved for Future Issuance

The following table summarizes common stock reserved for future issuance at December 31, 2007;

Common Stock under the employee stock purchase program ........................ 294,973
Common StoCk WAITANLS . ... .. . . ettt ettt e e e 50,000
Common stock options outstanding (under the 2000 Plan and 2004 Plan) .............. 1,990,078
Common stock options authorized for future grant (under the 2004 Plan) . .............. 934,922

3,269,973
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6. Income Taxes

The significant components of our deferred income taxes at December 31, 2007 and 2006 are as follows:

December 31,

2007 2006

Deferred tax assets: :

Net operating loss carryforwards . ... i $ 44,918,000 $ 31,441,000
Capitalized licenses ........... ... ... .o i 3,009,000 1,986,000
Research tax credits . ..ottt it i i e e e et e 4,722,000 2,869,000
Deferred compensation . ....... ... oeiriiii it i 1,035,000 651,000
(1137 PO 17 A 205,000 136,000
Netdeferred 1aX @55€18 .. v vttt ettt i et itaiee ey 53,889,000 37,086,000
Less valuation allowance . ... ..ot nitin i {53,889,000) (37,086,000}

$ — 3 —

We have established a valuation allowance against our deferred tax assets due to the uncertainty that such
assets will be realized. We periodically evaluate the recoverability of the deferred tax assets. At such time as it is
determined that it is more likely than not that deferred tax assets will be realizable, the valuation aliowance will
be reduced.

At December 31, 2007, we had federal and California net operating loss carryforwards of approximately
$110,200,000 and $110,800,000, respectively. The federal net operating loss carryforwards begin to expire in
2020, and the California net operating loss carryforwards begin to expire in 2013. At December 31, 2007, we
also had federal and California research tax credit carryforwards of approximately $4,300,000 and $700,000,
respectively. The federal research tax credit carryforwards begin to expire in 2024, and the California rescarch
tax credit carryforward does not expire and can be carried forward indefinitely until utilized.

Additionally, utilization of the NOL and tax credit carryforwards will be subject to a substantial annual
limitation under Section 382 and 383 of the Internal Revenue Code of 1986, and similar state provisions due to
ownership change limitations that have occurred. These ownership changes will limit the amount of NOL and tax
credit carryforwards that can be utilized to offset future taxable income and tax, respectively. In general, an
ownership change, as defined by Section 382 and 383, results from transactions increasing ownership of certain
stockholders or public groups in the stock of the corporation by more than 50 percentage points over a three-year
period. An analysis was performed which indicated that muitiple ownership changes have occurred in previous
years which created annual limitations on our ability to utilize NOL and tax credit carryovers. Such limitations
will result in approximately $3.3 million of tax benefits related to NOL and tax credit carryforwards that will
expire unused. Accordingly, the related NOL and R&D credit carryforwards have been removed from deferred
tax assets accompanied by a corresponding reduction of the valuation allowance. Due to the existence of the
valuation allowance, limitations created by future ownership changes, if any, related to our operations in the U.S.
will not impact our effective tax rate.

1n July 2006, the FASB issued FIN 48, which clarifies the accounting for uncertainty in income taxes
recognized in a company’s financial statements in accordance with SFAS No. 109, *Accounting for Income
Taxes.” FIN 48 prescribes a recognition threshold and measurement process for recording in the financial
statements uncertain tax positions taken or expected to be taken in a tax return. Additionally, FIN 48 provides
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guidance on the de-recognition, classification, interest and penalties, accounting in interim periods, and
disclosure requirements for uncertain tax positions. We adopted the provisions of FIN 48 beginning January 1,
2007. The adoption of FIN 48 did not impact our financial condition, results of operations or cash flows. As of
December 31, 2007, we have not recorded any uncertain tax benefits.

We file income tax returns in the United States, California and foreign jurisdictions. Due to our losses
incurred, we are essentially subject to income tax examination by tax authorities from our inception to date, Qur
policy is to recognize interest expense and penalties related to income tax matters as tax expense. At December
31, 2007, we do not have any significant accruals for interest related to unrecognized tax benefits or tax
penalties.

7. Employee Savings Plan and Employee Stock Purchase Plan

We have an employee savings plan available to substantially all employees. Under the plan, an employee
may elect salary reductions which are contributed to the plan. The plan provides for discretionary contributions
by us, which totaled $155,598, $113,809, $124,781 and $560,644 for the years ended December 31, 2007, 2006,
2005 and the period from September 26, 2000 (inception) to December 31, 2007, respectively.

Under the MediciNova, Inc. 2007 Employee Stock Purchase Plan (“ESPP"), 300,000 shares of our common
stock have been reserved for issuance. The ESPP permits full-time employees to purchase our common stock
through payroll deductions (which cannot exceed 15% of each employee’s compensation) at the lower of 85% of
fair market value at the beginning of the offering period or the end of each six-month offering period. As of
December 31, 2007, 5,027 shares were issued under the ESPP, leaving 294,973 shares available for future
issuance.
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8. Quarterly Financial Data (Unaudited)

The following financial information reflects all normal recurring adjustments, which are, in the opinion of
management, necessary for a fair statement of the results of the interim periods. Summarized quarterly data for
fiscal 2007 and 2006 are as follows (in thousands, except per share data):

Year ended December 31, 2007

1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter

Selected quarterly financial data:

ReVEIIE . ..ottt ittt te et e 5 — $ — % - % —
Total Operating €XPEnses . ... ...ovuvvrerrrurerrrersiiiiee-. 17,500 20,901 11,341 4,032
NEE IO + v v v e e e e et e e e e e et e (15,904) (19,780) (10,228)  (2,992)
Net loss applicable to common stockholders .. ................. (15,904) (19,780) (10,228)  (2,992)
Basic and diluted net loss per common share(l) ............. ... (1.40) (1.68) (0.87) (0.25)

Year ended December 31, 2006

1st 2nd Ird 4th
Quarter Quarter Quarter Quarter

Selected quarterly financial data:

REVEIIUE .« o v v v ooe e e e e et e e e e e et et et $ 192 § 67 % 95 § (%0)
Total Operating Xpenses ... ....ovveerrrrreerroooaanereean 10,049 8,756 10,157 12,980
I [ A 011 AU (8,449 (7,233) (8,363) (11,645)
Net loss applicable to common stockholders .. ................. (8,449)  (7,233) (8,363) (11,645)
Basic and diluted net loss per common share(1} ................ {0.83) 0.72) (0.82) (1.13)

(1) Loss per share is computed independently for each of the quarters presented. Therefore, the sum of the
quarterly net loss per share will not necessarily equal the total for the year.

9, Subsequent Events
Negative conditions in the global credit markets

Our marketable securities available-for-sale consist of auction rate securities, corporate debt and
government sponsored securitics with AAA ratings at the time they were acquired. As of December 31, 2007, our
short-term investments included $45.0 million of auction rate securities, or ARS, issued primarily by
municipalities and universities that were issued through syndicated offerings and $2.7 million of ARS issued
through private placements. ARS are generaily long-term debt instruments and provide liquidity through a
“Dutch” auction process that resets the applicable interest rate at predetermined calendar intervals, typically 7,
28, 35 or 49 days. The recent negative conditions in the global credit markets have prevented some investors,
including ourselves, from liquidating certain hoidings of ARS. At December 31, 2007, none of our ARS had been
placed on credit watch or downgraded, although the $2.7 million of private placement ARS have experienced
failed auctions since August 2007, and the private placement issuers have continued to pay interest in accordance
with their stated terms. At December 31, 2007, we lowered only the carrying value of the private placement ARS
by recording an unrealized loss of $0.1 million in accumulated other comprehensive loss in our consolidated
balance sheet because we have the intent and ability to hold the private placement ARS through 2008. As such,
we do not constder these securities to be other-than-temporarily impaired.
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Subsequent to December 31, 2007, we were informed that there was insufficient demand at auction for
$11.5 million of our ARS. As a result, these affected securities are currently not liquid, and we could be required
to hold them for an undetermined period of time. However, through February 29, 2008, $12.6 million of our total
ARS portfolio of $47.7 million were successfully auctioned and sold at par, which was equivalent to their
carrying value. With the sale of these securities, we reduced our overall ARS exposure by $12.6 million, as the
proceeds were reinvested in cash equivalents.

At February 29, 2008, due to continued auction failures of our private placement ARS and the downgrading
of the companies that insure certain of our ARS, the quality rating of $0.7 million of municipal ARS went from
AAA to A- and the quality rating of $0.5 million of private placement ARS went from AAA to A, we
experienced an additional $0.2 million decline in the carrying value of our ARS as their estimated market value
had decreased. With the uncertainty that exists in the global credit market today, we will continue to closely
monitor the market and evalvate our ARS portfolio on an cngoing basis, and we will adjust the carrying value of
the investment through an impairment charge that would be recorded as realized loss in our consolidated
statement of operations should any decline in market value be considered other-than-temporary. In addition, any
liquidity issues which extend into 2009 or beyond could adversely affect our business.
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